EMBER RESOURCES INC. 


EMBER RESOURCES HAS AN INDUSTRY-LEADING POSITION IN 
THE COALBED METHANE (CBM) PLAY EMERGING IN CANADA. 

CBM IS BEING VIEWED AS AN INCREASINGLY IMPORTANT SOURCE 
OF NATURAL GAS SUPPLY IN NORTH AMERICA; IT ACCOUNTS 
FOR ABOUT 10% OF PRODUCTION IN THE U.S. AND IS JUST 
EMERGING IN CANADA. EMBER IS AT THE INDUSTRY FOREFRONT 
OF TRANSFERRING ITS CBM RESOURCES INTO RESERVES, 

WITH THE CURRENT RESOURCE-IN-PLACE ESTIMATED AT 1.1 TCE 


2006 ANNUAL REPORT 


2006 Highlights 


Three ; ' Three ; sa? ; 
months ended _ months ended Year ended Period ended _-_ Year over year 
December 31, December 31, December 314, _ December 31, percentage he 
2006 : 2005 2006 +, 72005 eS ane Cad . 
v (Restated) _ (Restated) 
FINANCIAL HIGHLIGHTS ; 3 
($000s, except per unit amounts) — - : ares Wipe ho ees ae 
Natural gas sales $ 3,784 521630) $ 10,414 $ 4,404 136 
Funds from operations S272 057 $855 $ 4,627 $3 01625 53 
~ per share basic $8007 $ 0.06 $ 0.15 . $5 0.44 36 
— per share diluted $ 0.07 $ . 0.06 Ss 0.45 $40.46. = 50" 
Net income (loss) $ (300) $ 925 $ (3,512). pM ee eae (413) 
. ~ per share basic and diluted $0 (O01) $ 0.03 $ (0.12) $ 0.04 (400) 
Capital investment Pe - 
(including abandonment cost) $ 6,007. $ 26,659 $ 34,887 $ 31,594 pe) 
Bank loan $ 8,890 $ = $ 8,890. Get ees N/A 
Total assets $ 82,410 _ $ 78,446 — $ 82,410 ~$ 78,446 | 3 
Working capital (deficiency) "$ © 44,095. >~: $ (19,172) $ 11,095 $ (19,172) ~ (158) 
Average shares — basic 30,417 28,176 30,417 28,176 — ay gt 
Average shares — diluted 30,417 29,121 30,417 ~ 20 104 Sarai eee 
OPERATING HIGHLIGHTS 
Daily average gas production (mef/d) 6,107 2,475 4,655 2,405 94 
Daily average production (boe/d) 1,018 412 776 401 94 
Average sales price ($/mef) 6.74 14555 6.13 — 9:95 ay (38) 
Royalties ($/mcf) 0.40 “3 AROS O62: tee 40,80:- > (22) 
Operating expenses ($/mef) 1.36 1S. $2." eee OE BA ee PERRET. 56: 10° 
Transportation expenses ($/mcf) “0.19 0.25 0.21 0.29 (25) 
Operating netback ($/mef) 4.79 8.70 3.76 7.46 (50) 
Operating netback ($/boe) 28.71 52.22 py Bey lis 44.77 | (50) 
CBM wells drilled (gross/net) 1.0/1.0 34.0/34.0 28.0/27.5  44.0/43.0 (36)/(36) 
~ Mannville 1.0/1.0 6.0/6.0 4.0/3.5 8.0/7.0 _—-(50)/(50) 
~ Horseshoe Canyon a 28.0/28.0 24.0/24.0 36.0/36.0 ~ (33)/(33). 
Land (000s of net acres) 292 308 292 308 See 4) ih 


a ahaa a alee ae el ee ee EL Ly ete eee ee ee ey ger fe pe rey een ee ee ee ee, 


Ember was formed in July 2005, so the 2005 comparative amounts are for the six months ended December 31, 2005. — 


BUILDING OUR BUSINESS 


Financial Performance 
_)» Funds from operations were $4.627 million 
($0.15 /share diluted) versus $3.016 million 
($0.10/share diluted) in the six month period 
since our inception in mid-2005. 


» Ember recorded a net.loss of $3.512 million in 2006 ~ 


(net loss of $0.12/share diluted) as compared to 
net income of $1.122 million ($0.04/share diluted) 
in the six month period ended December 31, 2005. 


> Capital expenditures in 2006 totaled $34.887 million 
versus $31.594 million in 2005: 


> At year end, our net bank debt and working capital 


deficiency totaled $11.095 million. in the first quarter 


of 2007, we reduced net bank debt and working 

- capital deficiency through the issue of 5,660,400 
common shares at $2,65 raising $15 million net. 
Of this amount $8.75 million was used to acquire a 
‘CBM property at Acme, Alberta, with the balance of 


$6.25 million applied to debt and to working capital. — 


- Currently Ember has a $15 million line of credit. 


> Net asset value at December 31, 2006 was » 
estimated at $3.68/share. Including the assets 
vacquired at Acme on March cd 2007, our net asset 
value is estimated at $3.96/share. Net asset value 
is calculated using net present value of proved plus 
probable reserves discounted at 10%, with forecasted 
prices and $200/acre for undeveloped land. 


Production Growth 

» Production for the year averaged 4.7 mmcf/d, up 
from 2.4 mmef/d in 2005. Fourth quarter volumes 
increased 147% to 6.1 mmcf/d from the same period 
last year, while production per share increased 134%. 


> Fourth quarter production grew 23% from the third 
quarter’s 4.9 mmcf/d, the fourth consecutive 
double-digit quarter of production growth. 


> Current production is estimated at 6.5 mmcf/d. 


Reserve Additions 

> With the drilling of 27.5 net wells, proved plus 
probable reserves increased 74% to 27.4 bcf from 
15.7 bef in 2005, Proved plus probable reserves 
per share were up 65% from 2005. 


> Finding and development costs for proved plus pebable : 
“reserves are estimated at $15.63/boe before future 
capital, and $21.84/boe including future capital. 


» Possible reserves were recognized by Ember’s 
independent engineers for the first time in 2006. 
A total of 13.2 bcf of gas was recorded in the 
possible category, 85% of which was attributed to — 
successes in the Mannville coals at Manola. Proved, 
probable and possible reserves at December 31, 
2006 totaled 40.6 bef. 


Acquisition in March 2007 
_» On March 1, 2007 Ember completed the acquisition 


of @ property at Acme, Alberta which is on trend © 

with Horseshoe Canyon coals. A total of 33.6 bef ’ 

of proved, probable.and possible reserves were 
“acquired at a cost of $8.75 million. On a pro-forma 

basis, total proved, probable and possible reserves 

have increased 373% to 74.2 a from 15.7 bet 

at year-end 2005. 


* 


CHAIRMAN’S MESSAGE — 
IN OUR FIRST FULL YEAR AS A CBM-DEDICATED COMPANY, 
WE ACHIEVED ALL OF OUR OPERATIONAL TARGETS, INCLUDING © 


STEADY QUARTER OVER QUARTER PRODUCTION INCREASES” 
AND EXCELLENT RESERVE GROWTH. | 


All of the benchmarks were achieved while having to curtail capital spending in the second half of 2006 


due to major declines in gas prices. We have since executed further growth with an acquisition completed — 
in early March 2007 of a new CBM asset at Acme, Alberta. This was accomplished through a private : 
placement of shares that raised $15 million net, of which $8.75-million was used to acquire the 
Acme property, with the balance of $6.25. million applied to debt and to working capital. | 


Our Strategy 


Ember’s operations are focused in two CBM plays; the low 
risk Horseshoe Canyon coals, and the higher reward, 
emerging Mannville coals. The Horseshoe Canyon coals are 
in the development phase at our Fenn-Big Valley property, 
which accounts for 89% of our production, and we are in 
the planning stages for a project at our newly acquired 
Acme_ property. As the Horseshoe Canyon coals yield low 
cost and long life reserve additions, our strategy has been 
to. push forward with development to build a base of cash 
flow while we continue to advance our Mannville coals. to 
commercialization. 


The Mannvillé CBM play has fewer industry participants than 
the Horseshoe Canyon and Ember is at the forefront of 
developing new ‘technologies and-techniques to exploit our 
extensive resource-in-place. Our two projects at Manola and 
Rosalind are moving towards the development phase and 
we are seeing early commercial success due, in part, to 
drilling and stimulation techniques introduced in 2006 which 
have improved the characteristics of producing wells. AS we 
continue to fine-tune our technological solutions, we believe 
that the Mannville play will become a more significant source 
of activity and production. 


Operations 


Mannville Coals 


We have made significant strides toward commercialization of 
our Mannville coal resource. Continuous improvements to 
existing technologies and’the application’ of new technologies 
have. yielded positive results from Mannville horizontal. wells 
during 2006. Some of that success has been recognized 
by our independent engineers with a total of 0.8 bcf proved, 
4.7 bcf of probable and 11.2 bcf of possible reserves recorded 
at year end. 


Four horizontal wells were drilled in 2006, three at Manola 
and one at Rosalind. Two are considered commercial having 
achieved peak rates of 200 and 400 mcf/d. Both of these 
wells were put on production without stimulation and 
continue to meet expectations. Two wells required additional . 
stimulation and are in the early stages of de-watering post- — 
stimulation. Two different stimulation techniques were used 
to help evaluate the effectiveness of various treatments. 


An estimated nine (7.5 net) horizontal wells are planned for 
2007, the first of which is currently drilling with the balance 
to be drilled in the second half of 2007. Capital associated 
with these new wells is estimated at $12 million. Our goals 
for this year’s program will include repeating past drilling 
and completion success, and optimizing stimulation techniques 
if required. 


Horseshoe Canyon Coals 

Production continues to grow from our Horseshoe Canyon 
development program at Fenn-Big Valley. During 2006, 24 
Horseshoe Canyon wells (24.0 net) were drilled. For 2007, we 


will be working on a number of recompletions, and a summer 


drilling program of up to 15 wells. 


Our newly acquired Acme property is well advanced in both 
regulatory approvals and infrastructure design and planning. 
Initially, our approach will be to focus on development around 
existing shut-in wells. With a capital allocation of $15 million, 
Ember will be able to install sufficient plant and pipeline 
capacity to tie-in nine of the 10 existing wells and drill and 
tie-in another 18 development wells. This activity is expected 
to add an additional 3 mmcf/d in productive capacity with 
‘additional upside from co-mingling gas from ‘conventional 
_ sands with the Horseshoe Canyon CBM. 


Finding, Development and Acquisition Costs 


Ember’s finding and development costs are comprised of 
two distinct CBM investments. Horseshoe Canyon coals 
which are commercial and in the development stage, and 
Mannville coals which have been in the pilot and 
demonstration phase with some commercial success. A 


significant portion of Mannville capital costs are undeveloped — 


and have not been assigned reserves. 


> Finding and development costs for Horseshoe Canyon 
coals are estimated at $14.90/boe proved and $11.66 
proved plus probable. Including future capital, finding 
and development costs are estimated at $14.72/boe ~ 
proved and $12.49/boe proved plus probable. 


> Finding and development costs for Mannville coals 
are estimated at $144.90/boe proved and $24.40/boe 
proved plus probable. Including future capital, finding 
_and development costs are estimated at $147.30/boe 
‘proved and $42.60/boe proved plus probable. 


> Ember’s total finding and development costs, before future 

ey capital, are estimated at $26.40/boe. proved and $15.63 
proved plus probable. Including future capital, finding and 
development costs are estimated at $26.44/boe proved 
and $21.84/boe proved plus probable. 


2007 Guidance. 


Current production is estimated at 6.5 mmcf/d. Volumes are 
expected to remain flat in the first half of 2007 due to 
reduced drilling and capital spending in the second half of 
2006, pump changes on Mannville CBM wells, and longer 
than expected de-watering time on new drills. Production 
growth should accelerate in the second half of 2007 with the 
resumption of drilling, and plans for shut-in wells to. be 
brought onstream at the recently acquired Acme property. 


We are estimating total 2007 capital spending of $30 million, 
including the Acme acquisition. Funding will come from cash 
flow, existing lines of credit and the private placement completed 
in March. Production is estimated to average 7.5 mmcf/d for 
the full year, with a target year-end. exit rate of 9 mmcf/d. 


Capital. programs could increase by a further $15 million if the 
‘first phase of the Acme project is completed this year. Ember 


is currently considering financing. options for the first phase 
of the Acme development program. Exit rates would increase 
to 12 mmecf/d with minimal impact to the full-year average as 
additions would be expected to occur late in 2007. 


On behalf of the Board 


Douglas Dafoe ' 
Chairman and Chief Executive Officer 


March 14, 2007 


T Rprbek Creak 
(Nexen ine, /Tvident Exploration) 
‘Fifst Commercial Mannville Project 


¥ 83 producing horizgntal wells 
oS St mrmnet/¢ peeve! 2008) 


Manhville Coals (Man@la/Ro: vA V ae A. ; te Manola (Mannville) 
A wide belt of Mannville Pree yl). + 430 bet net gas-in-place 
Pe Soa > 108,000 net acres 


@ Edroonton 


EMBER IN THE MANNVILLE “Rosalind ianmvilie). 
>. Two project areas advancing oy 450. bef net 'gas-in-place 


to vemmercialzalon b 104, 009 net eee: 
> Current production 700 mcf/d 


» 1.0 tcf of CBM resource-in-place i PAE 
> 5.5'bcf proved plus probable reserves se 6 5 ve Rea Deer 


> 240,000 undeveloped net acres on trend 
p ronnie Valley 


aan and Horseshoe audi’ 


: 54, 000 net acres 
These shallow coals in central Alberta are “d Bae ag reise 
they store little or no water, and no water is as MPM aR Eat! 
gas production. The drilling and completion ris oe Ruy ho Acme 
with consistent drilling, these coals generate pr (ae Con : ae 4) {Horseshoe Canycn) 
production growth. Production per well is in the ra eich st HS ey 75 bef net gas-in-place 
of 50-100 mcef/d with recoveries of 0.1-0.3 bef. * Wage Se elena > 12,000 net acres 

, alga @. 
EMBER IN THE HORSESHOE CANYON a 
>» Two commercial project areas 
> Current production 5,800 mcf/d 
> 130 bcf of CBM resource-in-place 
>» 49.3 bcf proved plus probable reserves 
>» 66,000 net acres on trend 


» 2006 F&D costs $12.49/boe 
» Recycle ratio 2.0 


i. Ember and. 
: 2007 development 


6 Miles, 0 


Three horizo ta 2006 are in Ane early heat 
stages of de-wa ng. oining: five wells already. 

: de-watering. Six ne wells are to be drilled in 2007. 

Manola’s Maniivile productipn is oe 500 met/a. 


Rosalind _ 


One horizontal well in 2006 was drilled with» 
improved drilling techniques. Rosalind is producing © 


200 mef/d net from three (1.5 net) wells. 


3 Three (1.5 net) wells are planned in 2007. 


Acquired in March 2007. 

_. Approvals and development planning ; 
are well advanced to add productive capacity 
of 3.0 mmcf/d, possibly by year end. 


He Fenn-Big Valley. Mal 


PROPERTY REVIEW 


Mannville Coals 


Ember’s technical team has made major strides in advancing 
the commercialization of its Mannville coal resource and 
unlocking the true CBM potential. In 2006 a detailed 
technical review of past drilling results led to the introduction 
of improvements to existing technologies and the application 
of new technologies, both of which have yielded positive 
results. Some of that success was recognized in the 2006 

year-end independent engineering report which increased 
" Ember’s Mannville reserves to 0.8 bef proved, 4.7 bcf of 
probable and 11.2 bcf of possible reserves. A process of 
continuous improvement is underway with completion and 
stimulation techniques being tested to improve well 
production characteristics. 


A total of nine (7.5 net) horizontal wells are planned for 2007, 
the first of which is drilled with the balance to be drilled.in the 
second half of 2007. 


Rosalind 


CBM development has been underway at Rosalind since 
2002 through a predecessor company, and now Ember, in a 
50% partnership with Conoco Phillips (previously Burlington 
Resources), one of the largest CBM producers in the U.S. To 
date, three horizontal wells have been drilled and are in 
various stages of de-watering and production growth. One well 
was drilled in 2006 and placed on production without 
stimulation and has achieved-a commercial rate of 200 
mef/d (100 mcf/d net). Current production from Rosalind is 
200 mef/d net. In 2007, three (1.5 net) new horizontal wells 
are expected to be drilled. 


Manola 


Ember’s technical team conducted the first Mannville test 
at Manola in 2003, and to date, 10 (10.0 net) horizontal 
wells have been drilled in this project operated and owned 
100% by Ember. Three horizontal wells were drilled at Manola 
in 2006 with one achieving a peak rate of 400 mcf/d after 
being put on production without stimulation. The other two 
wells required stimulation and are in the early stages of 
de-watering. Two different stimulation techniques were used 


to help evaluate the effectiveness of various treatments. 
Development activities at Manola increased year-end 2006 


reserves to 5.5 bcf proved plus probable and to 16.7 bcf. 


including possible reserves (no reserves were previously 
booked). The first of six wells was drilled-in the first quarter. 
Drilling is expected to recommence after break-up in 2007 
with five (5.0 net) additional horizontal wells planned. 


Horseshoe Canyon Coals 

The Horseshoe Canyon coals have proven to yield low cost 
reserve additions and the capability of steady production 
growth. Ember has two focus areas, Fenn-Big Valley and the 
recently acquired Acme property, both operated by Ember at 


. high working interests, with a combined 220 net Horseshoe 


Canyon drilling locations in inventory. 


Fenn-Big Valley 


A large development project is ongoing at Fenty -Big Valley, with 
the technical team at Ember having, worked the area’s 
Horseshoe Canyon coals since 2003. Production in 2006 
averaged approximately 4.1 mmcf/d. : a 


To date, 70 (70.0 net) vertical wells have been drilled and 
another 100 are in inventory. In 2007 investment in these 
Horseshoe Canyon assets will combine re-completions and 
new drills with an estimated 20 new: wells to be put on 
production during the year. 


Acme 


Development planning of a project in the Horseshoe Canyon 
coals was well under way when Ember acquired the property 
in early March 2007. At year-end 2006, reserves were 
estimated at 27.4 bcf proved plus probable, rising to 33.6 bef 
with the inclusion of possible reserves. 


The initial development plan centres on installing sufficient 
plant and pipeline capacity to tie-in nine of 10 existing wells 
and 18 new drills to bring productive capacity to 3.0 mmcf/d. 
Additional upside exists from co-mingling gas from 
conventional sands in CBM wellbores. This project could be 
completed prior to year-end 2007, subject to financing. 


OPERATIONS REVIEW 


Land Holdings 


Developed Undeveloped ; Total 

December 31, 2006 (acres) i Gross Net Gross Net Gross Net 

Ember CBM Rights : 

Fenn-Big Valley ~ 23,840 23,560 30,289 27,681 54,129 54 24f 

Manola a, 1,280 1,280 108,800 107,186 7 110,080 108,466 
Matziwin 6) 0) 33,920 Ses 33,920 315439 

Rosalind 2,560 1,600 128,748 99,336 131,308 100,936 

Total 27,680 26,440 301,757 265,342 329,437 291,782 


_ Drilling Activity | | 
The following table sets forth the gross and net CBM wells in which Ember participated during the year ended December 31, 2006, 


2006 2005 
Gross Net Gross Net 
Fenn-Big Valley 24 24 36 36 
Rosalind 1 0.5 2 coal 
Manola~ ; 3 3 6 6 
Total 28 27.5 44 43 


Production Volume by Field 
The following table indicates the average daily production from each of the Corporation’s core properties for the year ended 
December 31, 2006. 


December 31, 2006 eo December 31, 2005 
TR Prices dhl. Woh Mi hon kato Sel Matliral Gaal kicye o: POLIO Cael eo oa NaturalGas BOR ue cnn en 4 
Field (mcf/d) (boe/d) % (mef/d) (boe/d) % 
Gennes Wane) ood eo 4,118 686 88.5 2,347 392 «7.2 
Rosalind Tee BT 13 BEEN hee 67 14 2.8 
Manola 456 76 9.8 f 1 - - 
Ral onc nea: Se a OR RMR os aL a 4.656000) Fea) eR: 100;0)8°% piiccetis. AES We MdOs ities 100.0. 


OPERATIONS REVIEW 


Reserves - Forecast Prices and Costs 
The following tables set forth Ember’s reserves at December 31, 2006 as evaluated by Sproule Associates Limited. 


Summary of Oil and Gas Reserves 


(mmefe) Gross Reserves Net Reserves “ 


Natural gas 


Proved ; 

Developed producing 8,214.4 7,491.0 © 

Developed non-producing ; 1,228.8 1,057.8 

Undeveloped i 5/586.0\ 5,097.6 
Total proved ; 15,029.2 _13,646.4 
Probable | 12,392.4 10,752.0 
Total proved plus probable é 2 27,421.6 \ 24,398.4 . 
Possible : 13,242.2 ~ 10,746.9 — 
Total proved plus probable plus possible ; . 40,663.8 . . 35,145.3 


Net Present Value of Future Net Revenue of Oil and Gas Reserves 


/ 
Before Future Income Tax Expenses and Discounted at 


($000s) 0% Bate: 10% 15% 20% 
Proved A 

Developed producing : AL 2441 35,986 32,014 _ 28,908 - 26,419 

Developed non-producing 5,862 5,120 4,543 * 4,082 3,706 

Undeveloped 23,886 . 18,064 13,946 10,939 "= 8,684 . 
Total proved 70,959 59,169 50,502 43,929 38,809 
Probable ; 42,056 2810445) 830), O° S27. 13,568 B5S25 
Total proved plus probable 113,015 87,210 69,823 — 57,497 48,391 
Possible 27,145 i XLT, Oe db 11,892 7,661 4,623 
Total proved plus probable plus possible 140,160 105,191 81,715 65,158 53,014 


After Future Income Tax Expenses and Discounted at 


($000s) r 0% 5% 10% 15% 20% 
Proved fh: an etageirea tack Aa AS Th, fe, Sang a a a 
Developed producing 41,211 35,985 32,014 28,908 26,419 
Developed non-producing aytsl oped aie 5x20 4,543 4,082 37706 

at Undeveloped: oy vere tis, Sb Ne ga aie phe rs 46,198 32,001 22,023 14,874 9,642 

Total proved — RY SOO FALL atthe 73,2068 aha 58,580 EAT BOR ah 5 39,767 

Probable OSE RRY apa RNIN Ae Oy oe 60,013 38,031 24,204 15,109: 8,875 — 

Total proved plus probable- = = sts—~—S 153,284 141,437 B2784n0 ha 62,973 48,642. 

Possible Neer ek Sk ales Cath PAN Ai ON he 34,348 20,401 112028 soars 6,512 . 2,892 

Total proved plus probable plus possible = tC 187,632. 131,538 94,712.02 69,486 ha oa 51,534 
cms mee 


Reserve Reconciliation - Gross. Company , Proved plus 
ery d Proved plus ~ Probable 
FOES Te UA UNM pe IR Ue ND HES Ul ng Pole Hi nt S08 HS RON Sone NBS SAC a VEEL deus 
Natural gas 
December 31, 2005 8,799 - nLS9730 . 15,730 
Extensions 3,407 11,293 22,969 
Improved recovery a! # ‘ a 
Technical revisions 4,232 } 1,710 3,124 
Discoveries tT: 288 381 520 
Acquisitions ‘ ie ae a 
Dispositions o be: ; E 
- Economic factors Nes a = 
Production be (1,698) (1,698) . (1,698) 
December 31, 2006 i 15,028 27,416 40,645 
BETES OTR ad a a Ae RUC aE DSL a eR AL SRN SORTA Aa Pi? WC GRAF gl TS Sg PE BA AN Ea et ALY MP dT 
Finding and Development Costs Ret 
j ; Horseshoe Canyon Coals) Mannville Coals ©) Total Company 
Acquired assets July 7, 2005") mt 30 aoe 2) ds) Ge 
Proved ‘ $) 8:07) 2 9:27.29 n/m. n/m $14.94. $24.46 
Proved plus probable Sir AA Sitar n/m n/m : $952" $A845 
December 31, 2005 : 
Proved j $16.84 $14.69 $ 456.70 $ 456.70 CHT Ards Wars alsyrsy b 
Proved plus probable SO OAM EBON AS $ 86.00 $ 98.90 $ 27.89 ¢ 29.24 
December 31, 2006 
~ Proved 5 Sey $14.90 $14.72 $ 144.90 $ 147.30 $26.40 $26.44 
- Proved plus probable $11.66 $12.49 $ 2440 $ 42.60 $15.63 \ $21.84 
Inception to date , 
Proved $12.69 $15.68 $ 280.70 $282.30 $28.18 $31.10 
Proved plus probable $° 8.655 -$. 12.05 $ 48.90 $ 65.60 $16.43. $22.42 
(1) Finding and development costs ($/boe) before future capital. 


Finding and development costs ($/boe) including future capital, 


(3) 2006 Horseshoe Canyon coal capital totals $18 million plus change in future ‘capital of $1.3 million for prayer plus probable reserves; 
Inception to date expenditures are $34.5 million plus $13.6 million in future capital for proved plus probable reserves. 


@ 2006 Mannville coal capital totals $16.9 million plus change in future capital of $12.6 million for proved plus probable reserves; 
Inception to date expenditures are $46.8 million plus $16.0 million in future capital for proved plus probable reserves. - 
©) Acquired assets were assigned Sia Ses values of $15.2 million, $8.2 million was Saige to Horseshoe rngck coals,and $7 million was assigned 
to Mannville coals. é * 
* 


OPERATIONS REVIEW 


Acme Property Reserves - Forecast Prices and Costs 


The following tables set forth the reserves for the Acme Property at December 31, 2006 as, evaluated by McDaniel & fo sniests 
using prices provided by Sproule Associates Limited. 


Summary of Oil and Gas Reserves 
(mmcfe) ; é "Gross Reserves Net Reserves 
Natural gas 
Proved 
Developed producing m0) ¥ 0 
Developed non-producing 4 16) 0) 
Undeveloped : hos al 4 Moyea foe ae 11,554.6 
Total proved 14,152.7 11,554.6 
Probable 13,281.5 . 10,735.41 
Total proved plus probable 27,434.2 22,289.7 
Possible 6,177.2 4,975.7 
Total proved plus probable plus possible 33,611.4 27,265.4 


Net Present Value of Future Net Revenue of Oil and Gas Reserves 


Before Future Income Tax Expenses and Discounted at 


($000s) 0% 5% © 10% 15% 20% 
Proved te 

Developed producing : (0) 0, 0) 0) ek?) 

Developed non-producing 19) 6) 6) 10) O 

Undeveloped 29,398 18,939 11,736 6,694 1091: 
Total proved | 29,398 78.939). .hh> aalyse nena 6.6940) hee 3,091 
Probable 32,380 19,633 11,630 6,445 2,974 
Total proved plus probable 61,778 38,571 33,366, 13439" ees 6,065 
Possible 20,818 11,997 7,166 A380 2,687 
Total proved plus probable plus possible 82,596 50,569 , 30,532 17,519 8,752 


($000s) 0% 5% 10% 15% 20% 
Proved amity eRrenmte Ne oul RIE ROR Ry a oe 
Developed producing bie 0 ) 0 ; 0) @) 
Developed non-producing 0) i) @) 0) 0) 
me Undeveloped. 22319 13,937 8,077 3,935 ° 958 
Total proved: ihe abd ata ale OUeN Cate ee | 22,349 iu ay, 13/987 5,) oui BOTT vie 3,935.) ee es 958 
ROBE Ie o's 0ih Tees eh Vd peas Ee oa OSLO 13,153 7,105 3,149 487 
Total proved plus probable doen hk AA OBIT Ae 27.0905) win, 15 18direwe 7084e atte 1,445 
Possible onl aie POR ASD) poate ane eed ee Re 14,771 8,391 3 4,855 2,808 1,564 
Total proved plus probable plus possible 59,702 M G;4ed i ce 20,037 9,892 © 3,009 


- Proforma Reserves - Forecast Prices and Costs 

The following tables set forth Ember’s reserves including the Acme Property (Proforma) at December 31, 2006 as evaluated 
by Sproule Associates Limited and McDaniel & Associates, using prices provided by Sproule Associates Limited. 

Summary of Oil and Gas Reserves 

(mmefe) ; ‘ : Gross Reserves Net Reserves 


' Natural gas” 


‘Proved f 
Developed producing : 8,214.4 | 7,491.0 
Developed non-producing Oc: 1,057.8 
Undeveloped . 19,738.7 16,652.2 
“Total proved . ina r be nt Asa to 2, hagragang te lo). ae ean 25,201.0 
Probable 25,673.9 21,487.1 
Total proved plus probable GG I lag citer Geet ame oti fs 5 4,855.8 SU rea key RE 46,688.1_ 
Possible 19,419.4 1S L226 
- Total proved plus probable plus possible 74,275.2 62,410.7 


Net Present Value of Future Net Revenue of Oil and Gas Reserves 


Before Future Income Tax Expenses and Discounted at 


Dae 0% 5% 10% 15% 20% 
Proved 

Developed producing — 4a 211 35,986 32,014 28,908 26,419 

Developed non-producing 5,862 5,120 4,543 4,082 3,706 

‘Undeveloped 53,284 37,003 25,682 ABT AM se fe} 115 
Mpialipeoved Waal wana teen oa) Mie 100,357 78,109 62,239 50,623.  ~—-41,900 
Probable 74,436 47,674 30,952 20,013 12,556 
Total proved plus probable en 174,793 125,782 93,190 70,636 54,456 
Possible 47,963 29,978 19,058 12,041 7,310 
Total proved plus probable plus possible. 222,756 155,760 112,248 82,677 61,766 


($000s) 0% 5% 10% 15% 20% 
Proved } 

Developed producing 41,211 35,985 32,014 28,908 26,419 

Developed non-producing 5,862 5,120 4,543 4,082 3,706 

Undeveloped 46,198 32,001 22,023 14,874 9,642 
Tea AVC MSO yiae eas ls Ms eae A ICT ogi B3,271h) Sik} 13,1060 1h | 58,580 AT BBA Te 39,767 | 
Probable a 60,013 | 38,031 24,204 15,109 8,875 
Total proved plusiprobable ©). yh 153,284 111,137. | ~—«82,784. 62,973. 48,642 
Possible 14,771 8,391 4,855 2,808 1,564 
Total proved plus probable plus possible 59,702 _ 35,481 20,037 9,892 3,009 


OPERATIONS REVIEW 


Contingent Resource Estimate é 

In addition to conducting a reserve evaluation for the year ended December 31,'2006, the Company retained Sproule 
Associates Limited (“Sproule”), an independent engineering firm, to provide an estimate of CBM contingent resources for 
Ember’s undeveloped lands. Due to technical and economic uncertainty these resources are categorized as contingent at this 
time. The contingencies in this classification include, but are not limited to: productivity, capital costs, operating costs, future 
gas prices and project timing. Ember’s strategy is to convert these contingent resources into the (EeRINe category by 
demonstrating their commercial viability. 


In response to discussions with regulatory authorities, Sproule'has made changes in its previously employed methodology 
used to estimate contingent resources. The intent of these changes is to provide a better representation - the range of 
contingent resources in the future. : 


Mannville Coals 


Original gas-in-place (“OGIP”) for each section was estimated volumetrically based on net pay from existing logs. Average gas 
content and coal density specific to each area was then applied to provide an OGIP estimation. Changes were made to the 
assignment of OGIP in the low, best and high cases based on the inclusion of individual coal seams. 


The low case includes the net pay in the major seam of an area of potential development in the OGIP calculation. The recovery 
factor is then estimated based on engineering judgment for each area. The recovery factors assigned in the low case range 
from 5% = 40%. 


The best case considers the net pay from the major and secondary coal seams where the development of the secondary coal 
seam was considered reasonable. The recovery factors assigned in the best case range from 20% — 45%. 


The high case calculation of OGIP includes all coals seams greater than 0.9 metres in thickness. The recovery factors assigned 
in the high case range from 40% — 60%. 


The report then estimates contingent resources based on calculated OGIP and assigned recovery factors. 


The following table summarizes Sproule’s contingent resource estimates as at December 31, 2006: 


Company Interest : Company Interest 
Original Gas-in-Place Technically Recoverable Resources 
(bcf) (bcf) 

Area/Prospect Low Best High Low Best High 
Mannville Coals ; 

Fenn-Big Valley 34.4 57.8 78.7 F Fue as 11.6 Si 

Manola 189.1 317.9 402.1 ThsHey = 143.1 241.2 
Pa Rosalind : ees 210.7 Sys hi hee) 449.2 42.3 99.8 224.5 
Total Mannville 434.1 706.9 929.9 119.7 254.4 498.2 
Horseshoe Canyon Coals _ ‘ a ONDA eke) AES US LS SS Sn Ga AC alee eRe a 
bine? Fenn-Big Valley 5.8 at ayes! 5.8 2.2 3.0 3.4 
Total 439.9 712.7 935.7 121.9 257.4 501.6 


CBM development at Corbett Creek, operated by Trident Exploration and Nexen, is the nearest analogous project with 
commercial production to Ember’s Manola Mannville coal CBM property. This Mannville coal CBM project is approximately 
40 kilometres northwest of Ember’s Manola property. The nearest analogous proven production to the Rosalind and 
Fenn-Big Valley Mannville coal CBM properties,is Ernber’s Rosalind producers. This Mannville coal CBM development is within 
the Rosalind property and‘is approximately 80 kilometres north of Ember’s Fenn-Big Valley property.» 


The vertical depths of Ember’s Mannville CBM contingent resources are appronimatel 3 925 metres at Manola, 1,075 metres 
at Rosalind and 1,250 metres at Fenn-Big Valley. 


The estimated cost to drill, complete and equip a horizontal well in the Mannville coal is approximately $1,500,000. 


Ember has been and will continue to conduct appraisal-drilling and testing on selected lands in the Mannville coal over the 
next several years. The next phase of drilling has commenced in the first quarter of 2007. Pending confirmation of appropriate 
reservoir quality, Ember expects to develop the contingent resources in all three areas during the next five to 20 years. 


Ember’s lands are reasonably close to pipelines and facilities owned by Ember, other operators or distribution. companies. 

_ Ember will consider the appropriate transportation and marketing strategy at the time of dévelopment of the Mannville coal 
contingent resources in the three operating areas. At this time, Ember does not believe the marketing of the potential gas 

volumes will be a concern. 


In management's opinion it is too early to estimate the chance of success for the appraisal programs of the Mannville coal 
contingent resources. By NI 51-101 definitions, these resources do not have the certainty at this time to be classified as 
‘reserves. For this reason, the evaluation conducted by Sproule presents a range of technically recoverable resources for each 
area. While it appears that production is possible from these formations and the gas-in-place can be reasonably estimated, 
-the production rates and recoveries are still undetermined and have, therefore, been estimated as low, best and high 
contingent resources as preserited in the Sproule evaluation. 


MD&A 


The following Management Discussion and Analysis (“MD&A”) is intended to assist in the understanding of the trends and 
significant changes in the financial condition and results of operations of Ember Resources Inc. (“Ember” or the “Company”) for 
the year ended December 31, 2006. Ember was incorporated.on June 3, 2005 and commenced commercial operations on July 7, 
2005. The MD&A includes comparisons for the period from commencement of operations July 7, 2005 to December 31, 2005 
which will hereafter be referred to as the period ended December 31, 2005 or the six-month period ended December 31, 2005. 
Certain amounts throughout the report are referred to as restated, and should be read in conjunction with the restatement summary 
listed under Change in Accounting Policies. The following information has been prepared by management and should be read in 
conjunction with the audited financial statements for the period ended December 31, 2006, dated March 14, 2007. The reporting 
and measurement currency is the Canadian dollar. This MD&A is dated as of March 14, 2007. 5; 


Forward-looking Statements 

Statements throughout this MD&A that are not historical facts may be considered “forward-looking statements.” Some of thet 

statements contained herein including, without limitation, financial and business prospects and financial outlooks may be forward- 

looking statements which reflect management's expectations regarding future plans and intentions, growth, results of operations, 

performance and business prospects and opportunities. Words such as “may”, “will”, “should”, “could”, “anticipate”, “believe”, “expect”, 
“intend”, “plan”, “potential”, “continue” and similar expressions have been used to identify ahead forward-looking statements. These 

statements reflect management's current beliefs and are based on information currently available to management. 


Forward-looking statements involve significant risks and uncertainties. A number of factors could cause actual results to differ materially 
from the results discussed in the forward-looking statements including, but not limited to, changes‘in general economic and market 
conditions and other risk factors. Although the forward-looking statements contained herein are based upon what management 
believes to be reasonable assumptions, management cannot assure that actual results will be consistent with these forward-looking 
statements. Investors should not place undue reliance on forward-looking statements. These forward-looking statements are made 
as of the date hereof and may only be updated as required by law should material events or circumstances arise. 


Ember’s Business 


Ember is a natural gas exploration and production company focused on extraction of natural gas derived from coalbed methane 
(“CBM”) in the province of Alberta, Canada. The Company operates in four principal geographic areas of Alberta: Acme located 
northeast of Calgary; Fenn-Big Valley located northeast of Calgary; Rosalind located southeast of Edmonton; and Manola 
located northwest of Edmonton. At December 31, 2006 the Company held interests in 292,000 net acres of developed and 
undeveloped land, and produced at an average rate for the Meal, ended December 31, 2006 of 4, Gof mecf/d (776 boe/d). 


History 


In July 2005, Ember, Thunder Energy Inc. (“Thunder”), Mustang Resources Inc. (“Mustang”) and Forte Resources Inc. (“Forte”) 
completed a Plan of Arrangement (the “Arrangement”). Under the Arrangement, Ember acquired certain natural gas rights 
associated with coal from Thunder and became engaged in the acquisition, development and production of CBM gas reserves. 
Ember assumed all liabilities, including environmental liabilities, relating to the transferred assets. 


In July 2005, Ember completed a $6 million private placement consisting of 3,108,808 common shares in the capital of 
Ember (“Common Shares”) issued at $1.93 per share to employees, directors and service providers of Ember. The Common 


Shares are subject to escrow agreements which allow for release in equal amounts on January 9, 2006, July 10, “2006 and 
July 5, 2007. 


On August 31, 2005, Ember comipleted-a bought deal financing of 7,000,000 Common Shares at a price of $7.15 ast share 
for gross proceeds of $50,050, O00) 


” 


In April 2006, Ember finalized arrangements to increase its credit facility to $15 million from $2.5 million. The facility was 
renewed in October 2006 with the next review scheduled for April 2007. 


Since inception Ember has drilled 60 gross (60 net) Horseshoe Canyon wells, and 12 gross (10.5 net) Mannville wells. The Company 
has increased production from 2,336 mcf/d (389 boe/d) at inception to current .rates of 6,500 mcf/d (1,083 boe/d), an 
increase of 178%. 


On March 1, 2007, the Company acquired coalbed methane natural gas assets from a private company for cash consideration 
of $8.75 million. The assets located in the Acme area of Alberta consist of 10 developed non- producing gas wells, and | a 
70.5% operated interest in 16,960 gross acres of land (11,960 net). 


Also on March 1, 2007, the Company issued 5,660,400 Common Shares by way of a private placement, at $2.65 per share 
for cash consideration of $15.0 million. Proceeds of the issue were used to fund the $8.75 million natural gas asset 
acquisition with the balance to be used to reduce debt and for working capital purposes. 


2006 Review 
The following are highlights PY the year ended December 31, 2006. 


Mannville Commercialization y 

Ember has made significant strides towards commercialization of its Mannville coal resource. Continuous improvements 
to existing technologies and the application of new technologies have yielded positive results from Mannville horizontal 
wells during the year. Some of that success has been recognized by our independent engineers with a total of 0.8 bcf proven, 
5.5 bef of probable and 11.2 bef of possible reserves recorded at year end, 


Production Growth 
Average production increased 94% to 4.655 mmcef/d from 2.405 mmcf/d in 2005. 


Production was up 23% to 6.107 mmcf/d during the fourth quarter 2006 from the third quarter’s 4.972 camer: the fourth 
consecutive double-digit quarterly production growth. 


All of Ember’s production growth has come from the drill bit. 


100% Drilling Success ‘ 
During the year, Ember drilled a total of 28 CBM wells (27.5 net), all successful. Theres four net wells were drilled at Fenn-Big 
Valley as part of an ongoing Horseshoe Canyon coal development program. Four horizontal wells (3.5 net) were drilled in 
Mannville coal projects, three at Manola and one at Rosalind. 


Financial Performance 

Funds from operations for the year ended December 31, 2006 were $4, 627,000 or $0.15 per share diluted as compared to 
$3,016,000 or $0.10 per share diluted in the six-month period ended December 31, 2005. Production gains were offset by 
the decline in gas prices and higher operating and general and administrative costs from the same period last year. 

The Company recorded a net loss. of $3,512,000 for the year ended December 31, 2006 or $(0.12) per share diluted as 
compared to a $1,122,000 net income or $0.04 per Share diluted in the six-month period ended December 31, 2005. 
Capital expenditures for the year ended December 31, 2006 totaled $34.8 million resulting in a working capital deficit of 
$11.1 million at the end of the year. This working capital deficit represents a 74% draw on available lines of credit of 
$15 million which have been recently reviewed and the agreement terms have been extended through to the next scheduled 
review period of April 2007. Subsequent to the year end, the Company raised $15.0 million of financing through the issue of 
equity before share issue costs. Of this amount, $8.75 million was used for an asset acquisition with the balance to be used 


for working capital. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Change in Accounting Policies 


In July 2006 Ember changed its accounting nélicies governing direct and indirect general and AN imetatne expenses, Binoche 
based compensation (SBC), and pre-production costs associated with wells drilled into the Mannville zone. Previously the | 
Company had expensed all these costs. The change results in capitalization of a portion of these costs and inclusion in the 
full cost capital pool subject to depletion. The changes have been applied peroaeiies with restatement of results back to 
commencement of operations in July 2005. 


The changes are as follows: 


General and Administrative (G&A) and Stock-based Compensation (SBC) , 


Effective July 1, 2006, Ember changed its accounting policy for direct and indirect G&A and SBC expenses in order to more 
accurately reflect the cost of bringing assets on production. Previously Ember expensed all direct G&A expenses and SBC 
expenses related to acquisition and development activities. Under the new. policy, direct G&A costs together with the related 
portion of the SBC expenses for the impacted employees are being included in the full cost pool and depleted. The effect of 
this. change in accounting policy has been recorded retroactively with restatement of the prior period. 


Capitalized Mannville Pre-production Expenses 


Effective July 1, 2006, Ember changed its accounting policy for initial production costs related to Ember’s drilling © aad 
production operations in Mannville zones. Previously, the Company recorded initial production activities (including all revenues 
and expenses) for al! Mannville wells through the income statement as is typical for more conventional natural gas operations. 
Significant gas production and revenue generation does not occur in Mannville zones. until dewatering of the coals occurs. 
Until commercial gas production and revenue generation commences, Ember believes that a policy of capitalizing these 
pre-production costs (including all expenses and incidental revenue) on a well by well basis, is more representative of the 
costs of bringing assets on production. Under the new policy, certain net pre-production costs including expenses and 
incidental revenue will be included in the full cost pool and depleted. The effect of this change in accounting policy has been 
recorded retroactively with restatement of prior periods. ; 


The results of the changes are as follows: 


, Effect on 

Amount earnings and Effect on 

j previously Restatement Restated retained funds from 

Six months ended December 31, 2005 ($000s) reported adjustment amount earnings operations 
Natural gas sales ‘ 4,424 (20) 4,404 (20)..- (20) 
Royalties S60) i) (6) r 354 6 \ 6 

Operating costs 758 Si) 621 . ESI UUs Hi 

G&A ops Us Hee (534) ° 597 534 534 

SBC . 808 (282) B26 iy O80 fa. eG 
Depreciation and depletion 1,336 32 1,368 (32) Q : 
Property and equipment 46,482 907. 47,389. ) AOS 

Production volumes (mcf) 444,417 .« (1,810) 442,607 0 (0) 

907 657 


Net Loss and Funds from Operations 


Net loss was $3.5 million for the year ended December 31, 2006 compared to net income of $1.1 million for the six-month 
period ended December 31, 2005. Funds from operations were $4.6 million for the year ended December 31, 2006 compared 


to $3.0. million for the six-month period ended December 31, 2005. 


($000s) 


Net income (loss) for the period 
Add items not involving cash 
Depreciation, depletion and accretion 
Stock-based compensation expense 


Funds from operations 


Netback Analysis 


The following tables summarize Ember’s. operating netback and funds from operations on 


ended December 31, 2006, and the six months ended December 31, 2005. 


Year ended Period ended 
December 31, December 31, Percentage 
2006 2005 change ; 
(Restated) 

(3,512) aed2 (413) 
6,211 1,368 354 
1,928 526 267 
4,627 3,016 53 


a mcf and boe basis for the year 


Year ended Period ended 
d December 31, December 31, Percentage 
($/mer) 2006 2005 change 
ios anis SLE OE i IPA ot a ec aN a ai I As NaS ca EM ee ts (Restated) : 
Natural gas revenues 6.13 9795 (38) 
Royalties (0.62) (0.80) (23) 
i) ei ide Ce vata ke Cac Bevan Mw etcl Wag NGA BB ima: Lee mn, ep ~ (40). 
Operating expense (1.54) (4.40) “10 
Transportation expense HU Ta aie k Dap UN, aokte ees tenet LEMAR GRAN ( 0.21) SRE) ie Sat ( (0.29) Bastiat eae ( (28) 
Operating netback == t—t~*S 3.76 7.46 (50) 
Interest and other income 0.15 0.78 (81) 
General and administrative (1.15) (1.35) (15) 
- Interest expense (0.02) 0.00 N/A 
Capital taxes PRIS A ae CEUO oR aia C00) Fah iue it a (0.08) 7 8 so (100) 
Funds from operations | 2.74 6.81 (60) 
SET Goan NRE ay ane aU can OM Ne SST AU oS ate Mh Sea LTE ate a AR, AR 
Natural gas revenues 36.77 59.70. (38) 
Moye Me Mi eR faticd tee cs Ui tio), tvs hdc Uy Sat ual VOGUE Coa Mite Be Pac CEs SN aa Wn Nag Sern Pa leh aed 4 (22) 
Been Re lie th willl pan ge nem ve Platte aa 33.04 54.91 (40) 
Operating expense (9.24) (8.42) LO 
GER ONANSHeXDENESY bmp ran Ne oe liiay Une DINE kk RN L CM RUR nb (1.29) (Bef 2) he el (25) 
Operating netback 22.54 44.77 (50) 
Interest and other income i 0.88 A741 (81) 
General and administrative (6.91) (8.11) (15) 
‘Interest expense (0.14) 0.00 N/A 
CADIPARLAKE SH Rana Me ncecnmm Mul Veen in, UCL MIAN S.A tate Lae Wn, yi ole ere Wf ud. stabs MUP ear NUUaN) aye She vee eel ( (Shine arr Yadiloee GLAS ( ete 
_ Funds from operations Y 16.34 40.88 (60) 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Product Pricing 


Year ended Period ended 
December 31, December 31, Percentage 
Natural gas ‘ ~ 2006 : 2005 change 
ONE aie (Restated) 
NYMEX average price (US$/mcf) ; 6.63 11.14 \ (40) 
AECO basis (US$/mcf) (0.95) (29325 (59) 
Average foreign exchange rate (Cdn$/US$) 0.8820 f 0.8425 = 
AECO average price (Cdn$/mcf) 6.45 10.43 (38) 
Corporate differential (Cdn$/mcf) (0.32) (0.48) (33) 
Ember average price (Cdn$/mef) ; 6.13 , 9.95 (38) 
Transportation (Cdn$/mcf) : (0.21) (0.29) (28) 


Ember wellhead price (Cdn$/mef) ' 5.92 9.66 (39) 


In 2006, gas prices decreased in response to lower demand compared to fall 2005, as North America experienced a warmer 
than normal winter. AS a result, natural gas storage levels remained at high levels throughout the year cane natural gas 
prices to drop to two-year lows. 


The longer-term outlook for natural gas prices remains strong as futures prices are higher in 2007 and beyond as the market 
anticipates current imbalances in supply and demand to adjust. Price volatility remains the theme for natural gas as the 
market reacts quickly to changing news and weather forecasts. 


CBM is in all material respects the same as natural gas. It varies in heating content and other elements contained within the 
produced gas stream. For example, Ember’s CBM contains no harmful H2S and minor amounts of CO2 which are removed 
during processing. Ember currently receives pricing that typically averages 5% less than the weighted average of AECO (based 
on Ember’s weighted average volumes) in Canadian dollars which reflects the lower heating content of CBM gas. 


Revenue and Production 


Year ended Period ended 
December 31, December 31, Percentage 
2006 2005 change 

(Restated) 
Natural gas revenue ($000s) 10,414 4,404 136 
Average natural gas production (mef/a) : 4,655 2,405 94 

Average natural gas production (boe/d) : 776 401 94. 

Total natural gas production (mef) , 1,699,096 442,607 284 
Total natural gas production (boe) 2 283,183 73,768 _ 284 


Ember's total production increased by 284% in 2006 compared to the six-month period in 2005 as a result of continuing 
drilling programs. Average prices decreased by 38% over the same period resulting in a 136% revenue increase. The 


production increase was attributed baa. to the Horseshoe Canyon project at Fenn-Big Valley where Ember has drilled over 
60 wells from 2005 to 2006. 


Horseshoe Canyon production increased 77% from 2,330 mcf/d (388 boe/d) in the six months ended December 31, 2005 
to average 4,118 mcf/d (686 boe/d) in the year ended December 31, 2006. The Mannville projects in Manola and Rosalind 
that are not being capitalized increased production by 616% to an average of 537 mcf/d (90 boe/d) in 2006 from 75 mef/d 
(13 boe/d) in the six-month period ended December SeZOOD: 


The Company's current production is derived primarily from its Fenn-Big Valley area which produces from coals in the 
Horseshoe Canyon formation. Over the long term, it is forecast that Ember’s production will shift from Horseshoe Canyon 
dominated, to a blend that includes Mannville formations. Characteristics of Mannville production include wells that require 
dewatering prior to peak production rates and wells that have higher capital costs to drill. Once dewatered, these wells are 
expected to produce at higher daily rates than Horseshoe Canyon wells. 


Royalties 


Year ended Period ended 
; December 31, December 31, Percentage 
($/mcf) 2006 ! 2005 change 
i (Restated) 
Total natural gas royalties ($000s) 1,057 353) 199 
Crown royalties per unit OrnSie er 0.72 (19) 
Freehold royalties per unit 0.04 0.08 (50) 
Total royalties per unit , . 0.62 0.80 (23) 
Royalties as a % af revenue 10.1 8.0 26 
($/boe) be 
Total natural gas royalties ($000s) “1,057 — 353 199 
Crown royalties per unit 7 3.46 4.32 (20) 
Freehold royalties per unit ihe 0.27 0:47 (43) 
Total royalties per unit # ; 3.73 4.79 (22) 
Royalties as a % of revenue - 10.1 8.0 26 


Royalties are calculated and paid based on production and revenue, net of associated transportation cost. The Company's 
current base of wells is primarily on Crown lands. Crown royalty rates vary with productivity, with reduced rates for wells that 
average less than 700 mcf/d (117 boe/d). Ember’s production is primarily from Horseshoe Canyon wells which initially 
average 75-125 mcf/d per well, resulting in royalty rates averaging approximately 10%. 


Operating and Transportation Expense | Year ended poHod eat 
‘ December 31, December 31, Percentage 
2006 2005 change 

(NSA NSE lta ’ ie ’ (Restated) 

Total operating expenses (000s) 2,615 — 621 SoH 
Horseshoe Canyon 1,926 ‘594 224 
Mannville — ) 689 re eer 2,452 

Transportation expense ($000s) Sf nga Cans oh: MOBS Nate EAs Kae tere BERN ean ute hy det nniiy 187 _ 

OEDEMA Pe aA Oy tie PE ULE PME a Lae ote aimee Wey NS a OER CANCE BLT Ie TO OR ENA 

Total operating expenses 5; 1.54 1.40 10 
Horseshoe Canyon 1,28 1.38 (7) 
Mannville oie 3.51 2.00 76 

Tea iLepense! ai ite ty hls usu) ie Sed AN Wey yan 5 dee 0 eS ie ay. 0.29 Pawan ( (28) 

($/boe) eos epee a et Bh eke Maram, Berne ER Tt AA yan RRA pac Ear, Mbt set eee | NER ongAM OE Ps ete ate aN Met mi Rp Seal alt AP ke Te AN le 

Total operating expenses 9.24 8.42 10 
Horseshoe Canyon ; 7.68 Rs - Foes (7) 
Mannville . 3 21.06 12.00 76 

_ Transportation expense ' 1.29 1.72 A (25) 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Operating costs per unit averaged $1.54/mcf ($9.24/boe) for the 2006 year compared with $1.40/mef ($8:42/boe) for the 
2005 period. Operating costs on a per unit basis have increased from 2005 as Ember commenced producing Mannville wells 
in 2006. 


CBM operating costs vary between Horseshoe Canyon and Mannville production. Horseshoe Canyon wells produce gas 
immediately and do not require dewatering to reach peak production levels. Unit operating costs: from this formation have a 
consistent profile when wells commence production..Mannville wells require dewatering prior to reaching peak production. As 
a result, operating costs on a per unit basis are initially high, but typically decrease as water production declines and gas 
production increases. Ember is now capitalizing certain pre-production Mannville costs to better reflect the cost-of bringing 
these wells on production. ; 


Operating costs for Ember’s Fenn-Big Valley wells (Horseshoe Canyon) averaged approximately $1.28/mcef ($7.68/boe) for the 
2006 year compared with $1.38/mcf ($8.28/boe) in 2005. This decline on a per unit basis is attributable to higher production 
volumes and efforts being made by Ember to streamline field operations. 5 


The Company’s Rosalind and Manola wells (Mannville) presently incur higher operating costs with relatively low gas 
production rates. Operating costs for Mannville production averaged $3.51/mcf ($21.06/boe) for 2006 compared with 
$2.00/mcf ($12.00/boe) for 2005. Unit operating costs over the long term are expected to decline as Mannville gas 
production increases and water handling costs decrease. In the near term, average unit operating costs for Mannville wells 
will be influenced by the number of new wells put on production, production rates from such wells and the average dewatering _ 
time of all Mannville wells. 


Transportation expense relates to costs of transporting Ember’s natural gas production on major pipelines. This rate has 
declined to the range of $0.21/mcf ($1.29 /boe) as the Company has experienced competitive market rates. 


During. the third quarter, 2006 Ember changed its accounting policies governing general and administrative expenses, 
stock-based compensation, and pre-production costs associated with wells drilled into the Mannville zone (see ete in 
Accounting Policies). 


Depletion, Depreciation and Accretion (DD&A) 


Year ended ' Period ended 


December 31, December 31, Percentage 
2006 2005 change 
(Restated) ‘ 
DD&A expense ($000s) my 6,211 1,368 354» 
$ per mcf 3.66 | - +» 3.09 18 
$ per boe : aa - 21.94 18.55 18 


During 2006, depletion and depreciation of capital assets and the accretion of the asset retirement obligations increased by 
354% to $6.2 million from $1.4 million during the six-month period ended December 31, 2005. The increase was primarily 
due to a 284% production increase and an 18% increase in the per unit DD&A rate from $18.55/boe to $21.94/boe. 


Ember excluded $37.0 million of unproved asset costs from the depreciation and depletion calculation in the fourth quarter 
of 2006. These costs represent land and drilling costs for unproved properties, some of which are expected to be assigned 
reserves in the future, at which time these costs will be subject to depletion. During the fourth quarter of 2006 the depletion 


base also included $8.4 million of estimated future development Coets related to proved undeveloped reserves that forma 


key part of Ember’s reserve base. 


Three months ended Three months ended 


" December 31, December 31, Percentage 
Asset base for depletion purposes ($000s) : 2006 2005 change 

Total book carrying value of assets 79,100 ieenere 4 6.804 Cp amet 6 ae. 
- Less: Unproven properties : (37,031) SO LGOP 23 
Add: Future development costs 8,413 8B: 3545 af 

Mod csets subject todepletion .< fi-ts.2 iss Pha yt ft Be ese ena 50,482 tC DH OBE bn at fens 402 

General and Administrative Expenses (G&A). Nesrented pAee ended 
: ; December 31, December 34, Percentage 
($000s) Me hs : 2006 2005 change 
j (Restated) 

" Gross G&A expenses ; 3,249 1,179 176 
Indirect capitalized G&A ; (654) (229) 186 
Capital overhead recoveries (637) (853) <u 80. 

_ Net G&A expense - 1,958 597 Hull 228 
$ per mef ay ey 1.15 4.35 iceses eS 
$ per boe hae Ord 8.11 (15) 


General and administrative expenses totaled $4.96 million or $1.15/mcef ($6.91/boe) for the year ended December 31, 2006 
compared with $0.6 million or $1.35/mcf ($8.11/boe) for the six-month period ended December 31, 2005. During 2006, 
Ember continued to maintain management, technical and support teams to support both current. and future activity and 
production growth. At year end/2006, Ember employed 19 fulltime employees. With increased drilling activity and production 
~ growth, per unit costs are expected to decline accordingly. 


Indirect G&A expenses totaling $654,000 ($229,000 - 6 months ended December 31, 2005) were capitalized during the year 
ended December 31, 2006. During the third quarter 2006 Ember changed its accounting policies governing general and 
administrative expenses, stock-based compensation, and pre- production costs associated with wells drilled into the Mannville 
zone (see Change in Accounting Policies). 


Stock-based Compensation Year ended Period ended 
December 31, December 31, Percentage 
($000s) ‘ 2006 2005 change 
ER tr teak) IO MY Fe LIN iy MOR te ks or tage aaa Di Cianey ty, Se ey iwestatedin nL bilo wre f 
Gross SBC costs 3,027 808 275 
Oo ESTES ani os CONIA GE eon elat aU le IO ge GE GON Tag PNR = Ue A ie caeda SB Pues 290 
Net SBC expense —™*” : . 1,928 526 267 
~ $ per mcf yaa 1.13 1.19 (5) 
$ per boe ~ ah) 6.81 “43 (5) 


Cee eee eee eee de bee ene eb een ene en pee an ep ee nn ne ean en enn a sean en nnn nnn see ne hana nen nome e nae nan nen inne denne annem nen ne hanna sae 


The Company's stock-based compensation plans provide current employees, officers, directors, and consultants with the right 


to elect to receive Common Shares through both a Performance Share plan and a regular stock option plan. Stock-based 


compensation expense totaled $1,928,000 for the year ended 2006 compared to $526,000 for the six-month period in 2005. 
Ember has a total of 1,293,000 stock options issued at an average exercise price of $7.15 pér share and 1,370,000 


performance shares issued as of December 31, 2006. | 
During the third quarter 2006 Ember changed its accounting policies governing general and administrative expenses, 


‘stock-based compensation, and pre-production costs associated with wells drilled into the Mannville zone (see Change in 


Accounting Policies). 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Income Taxes 


Ember is not currently taxable, and the Company does not anticipate paying current income tax over the next several years. 
The Company’s current tax rate is a combined Canadian federal and Alberta provincial rate of 34, 5%, 


Ember has deductible tax pools and share issue costs totaling $105.7 million which are available to shelter future taxable 
income. The Company has unrecorded potential future income tax assets for accounting purposes totaling $9.8 million 
resulting primarily from: deductible temporary differences. These differences are the result of deductions for tax purposes in 
excess of deductible amounts for accounting purposes. The Company has not recorded a future income tax asset at this time 
as it does not currently meet the conditions to demonstrate taxable operations. Accordingly, Ember has taken a full valuation 
allowance against the future income tax asset balance. 


The following table outlines carry-forward tax deductible amounts. 


Year ended Period ended : 
December 31, _ December 31, Percentage 
($000s) 2006 2005 ' change 
(Restated) 
COGPE 48,524 51,580 (6) 
CDE 21,782 10,189 114 
CCA classes 15,703 8,041 95 
Share isSue costs 2,282 2,923 (22) 
Non capital loss carry-forwards 17,419 3,263 434 
Total 105,710 75,996 es, 
Capital Expenditures : 
Year ended Period ended 
» December 31, December 31, Percentage 
($000s) 2006 2005 change 
(Restated) 
Land and property acquisitions 2,472 13,342 (81) 
Drilling and completions 18,891 NRE, 53 
Equipment and facilities b, ; 11,516 5,285 118 
Capitalized costs (including G&A and Mannville pre-production) 2,008 ies fi 657 206 
Asset additions for cash (including abandonment expense) 34,887 in Soe 10 
Non cash asset additions (including ARO and SBC) 1,488 N72 EO) Fi ee (O1)"4 
Total asset additions 36,375 48,695 2) 


For the year ended December 31, 2006, capital expenditures totaled $36.4 million, all of which were funded through working 
capital, cash flow, and debt facilities. The Company participated in a Crown land sale in late 2005 acquiring over $12 million. 
of additional acreage. Ember’s land expenditures decreased in.2006 as the Company was less active at Crown sales reflecting 
less activity generally for CBM lands in Alberta. 


During 2006, Ember expended $18.9 million and drilled 28 gross (27.5 net) wells and completed nearly 30 wells that carried 
over from the Company’s drilling program in 2005. This amount also includes funds expended on remediation work for-wells 
drilled in 2005. This activity compares to $12.7 million spent in the six-month period ended: December 31, 2005 to drill 44 
gross (43 net) wells, many of which were completed in 2006. 


During 2006, the Company incurred $11.5. million of expenditures on pipelines, processing and sales facilities for its 
properties mainly in the Fenn-Big Valley area. This represents and increase from the comparative period in 2005 where 
expenditures in mainly the Fenn-Big Valley area totaled $5.3 million. 


Quarterly Results 


Ember's quarterly summary for the periods from commencement of operations, July 7, 2005 to date are: 


($000s, except per share amounts and volumes) Q4 2006 Q3 2006 Q2 2006 Qi 2006 Q4 2005 Q3 2005 
; (Restated) (Restated) (Restated) (Restated) 

Sales gas (mmecf/d) 6.107 4.972 4.225 3.282 2.475 27336 
Average natural gas Rete ($/mcf) 6.74 5.31 5.72 6.77 11°55 8.25 
Gross revenue 3,784 2,431 2,200 —° 1,999 2,630 1,774 
Royalty expense 227 244 360 226 239 sie-lets) 
Operating and transportation expense 869 744 840 527 ~ 409 339 
G&A expense > 602 324 533 499 Sh "8A 213 
SBC expense » 435 472 519 502 oa et 312 
DD&A expense 1,921 1,730 1,433 1,127 704 664 
Net earnings (loss) (300) (1,040) (1,427) (745) } 925 185 
— per share basic and diluted k (0.01) (0.04) (0.05) (0.02) 0.03 .- 0.01 
Funds from operations 2,057 4,162 525 884 1,855 1462 
— per share basic 0.07 0.03 0.02 0.03 40:06 0.05 

— per share diluted 0.07 ~ 0.03 0.02 0.03 0.06 0.04 
Property and equipment additions 6,007 12,204 5,078 11,553 26,659 4,935 
Pde UNS shares (000’s) 30,415 30,415 30,417. - 30,419 30,419 30,432 


Liquidity and Capital Resources 


Capitalization and Capital Resources 


Share Capital (000’'s) ' December 31, 2006 
Weighted average outstanding Common Shares i) : : 
— basic d q 30,417 - 
~ diluted : 30,417 
Outstanding securities at December 31, 2006 ; ; 
Common Shares ‘ 30,415 
Common Share options , 1,293 
Performance Shares 1,370 
Outstanding securities at February 28, 2007 
Common Shares ' 36,075 
Common Share options D 5 1,483 
Performance Shares ~~ 1,370 


(a) Per share information is calculated on the basis of the weighted average number of Common Shares outstanding during the fiscal year. Diluted per share 
information reflects the potential dilution that could occur if securities or other contracts to issue Common Shares were exercised or converted to 
Common Shares. Diluted per share information is calculated using the treasury stock method which assumes that any proceeds received by the 
Company upon exercise of in-the-money stock options, plus the unamortized stock-based compensation expense would be used to buy back Common 
Shares at the average market price for the period. Performance Shares (contingently issuable shares) are calculated based on the shares that would be 
issuable, if the end of the reporting period were the end of the contingency period, and the result would be dilutive. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Total Market Capitalization 
The Company’s market capitalization at December 31, 2006 was $78 million. 


($000s, except per share amount) December 31, 2006 


Common shares outstanding i , " . 30,415 
Share price “? " ; 2.57 
Total market capitalization , eae 78,167 i 


Represents the closing price on the TSX.on December 29, 2006. 


Capital Resources 


At December 31, 2006, the pein had a working capital deficiency of $11. O million. Ember also has a credit facility - 
totaling $15.0 million. Subsequent to the year end, Ember closed a financing that raised $15 million cash through a private 
placement at $2.65 per share. Concurrent with the financing, Ember purchased CBM ena: in the Acme area of Alberta for 
$8.75 million cash. 


The Company’s investing activities consisted primarily of expenditures on land, drilling completions, equipping, facilities and 
tie-ins of projects drilled in 2006, and some expenditures for 2005 projects concluded in 2006. These activities were funded 
by funds from operations and existing working capital. 


Current Available Resources 


($000s) 

Capital resources “ : 
Working capital deficiency December 31, 2006 (11,095) 
Bank debt available 15,000 
Financing completed March 1, 2007 ; + ; 15,000 
Asset acquisition March 1, 2007 (8,750) 

Total capital resources available 10,155 


Ember estimates total 2007 capital spending of $30 million, including the Acme acquisition. Funding for this program will 
come from cash flow, existing lines of credit and the private placement completed in March. Capital will be deployed to the 
Mannville projects with an estimated nine (7.5 net) new horizontal wells to be drilled this: year; investment in Horseshoe 
Canyon assets at Fenn-Big Valley will combine re-completions and new drills with an estimated 20 new wells to be put on 
production during the year. Production is estimated to average 7.5 mmcf/d for the full year with a target exit rate of 9 mmcf/d 
by year end. Capital programs could increase by a further $15 million if the first phase of the Acme project is completed in 
the current year, Exit rates would increase to 12-12.5 mmef/d with minimal impact to full year averages as additions are 
expected to occur late in 2007. Should gas prices, production. levels cash flow or capital spending deviate from expected 
levels, Ember will adjust its capital program as necessary, and will also consider other funding mechanisms. 


Bank Facility 


At December 31, 2006, Ember had available a $15.0 million credit facility with a Canadian chartered bank. This borrowing 
base facility is determined based on, among other things, the Company's then current reserve report, results of operations, 


current and forecasted commodity prices and the current economic environment. Under the terms of the lending Gigslicate ts 
the facility will be reviewed by the bank in April 2007. 


Working Capital ES 
The Company will continue to monitor its counterparty credit positions to mitigate any potential credit losses. All revenues are 


subject to normal collection risk. For activities: conducted with joint venture partners, Ember collects its partners’ share of 


Capital and operating expenses on a monthly basis. At December 31, 2006, Ember had no material accounts receivable that 
it deemed uncollectible. 


Accounts payable and accrued liabilities consist of amounts payable to suppliers relating to head office, field operating 
activities and capital spending activities. These invoices are processed within the Company's normal payment period. 


Ember continuously manages the pace of its capital spending program by monitoring forecasted production and commodity 
prices and resulting cash flows. Should circumstances affect cash flow in a geripies! way, the Company is capable of 
altering capital spending activity levels. 


Accounting Policies and Estimates and Business Risks 


Recent Accounting Pronouncements 


Management is assessing the following new and revised ‘accounting pronouncements that have been issued but which are 
not yet effective: 


For the year ending December 31, 2007, Ember will be required to adopt Section 1530 Comprehensive Income, Section 3251 
_ Equity, Section 3855 Financial Instruments — Recognition and Measurement, and Section 3865 Hedges issued by the CICA . 
in January 2005. Under the new standards: a new financial statement, Comprehensive Income has been introduced which will 
provide for certain gains and losses, including foreign currency translation adjustment and other amounts arising from 
changes in fair value to be temporarily recorded outside the income statement. In addition, all financial instruments, including 
derivatives are to be included on Ember’s balance sheet and measured at fair values in most cases. Requirements for hedge 
accounting have been further clarified. Ember continues to monitor the impact of this section on the financial statements. 


As of January 1, 2007, Ember is required to adopt revised CICA Section 1506, “Accounting Changes”, which provides 
expanded disclosures for changes in accounting polices, accounting estimates and corrections of errors, which were issued 
in July 2006. Under the new standard, accounting changes should be applied retrospectively unless otherwise permitted or 
where impracticable to determine. As well, voluntary changes in accounting policy are made only when required bya primary 
source of Generally Accepted Accounting Principles (GAAP) or the change results in more relevant and reliable information. 
Ember does not expect application of this revised standard to have a material impact on its financial statements. 


As of January 1, 2008, Ember will be required to adopt two new CICA standards, Section 3862 Financial Instruments 
Disclosures and Section 3863 Financial Instruments Presentation, which will replace Section 3861 Financial Instruments 
Disclosure and Presentation. The new disclosure standard increases the emphasis on the risks associated with both 
recognized and unrecognized financial instruments and how those risks are managed. The new presentation standard carries 
forward the former presentation requirements. The new financial instruments presentation and disclosure requirements were 
issued in December 2006 and the Company is assessing the impact on its financial statements. 


As of January 4, 2008, Ember will be required to adopt CICA Section 1535 Capital Disclosures, which will require companies 
to disclose their objectives, policies and processes for managing capital. In addition, disclosures are, to include whether 
companies have complied with externally imposed capital requirements. The new capital disclosure requirements were issued 
in December 2006 and the Company is assessing the pibect on its financial statements. 


Over the next five years the CICA will adopt its new strategic plan for the direction of accounting standards in Canada which 
was ratified in January 2006. As part of that plan, accounting standards in Canada for public companies will converge with 
' International Financial Report Standards (IFRS) over the next five years. Ember continues to monitor and assess the impact 


of the planned convergence of Canadian GAAP with IFRS. . 


‘ 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Estimates 

In the preparation of the financial statements, it was necessary for Ember to make certain estimates that were critical to 
determining assets, liabilities and net income. None of these estimates affect the determination of cash flow, but do have a 
significant impact in the determination of net income. The following are some of those critical measures. : 


Natural Gas Reserves 

All of Ember’s natural gas reserves are evaluated and reported on by an independent qualified reserve evaluators. The 
estimation of reserves is a subjective process. Forecasts are based on engineering data, projected future rates of production, 
estimated commodity price forecasts and the timing of future expenditures, all of which are subject to numerous uncertainties 


and various interpretations. Reserve estimates can be revised upward or downward based on the results of future drilling, 


testing, production levels and economics of recovery based on cash flow forecasts. 


Depletion and Depreciation Expense 


The Company follows the full cost method of accounting for exploration and development activities whereby all costs - 


associated with these activities are “capitalized, whether succéssful or not. The aggregate of capitalized cost, net of certain 
costs related to unproved properties and estimated future development costs is amortized using the unit-of-production 
method based on estimated proved reserves. Changes in estimated proved reserves or future development costs have a 
direct impact on depletion and depreciation expense. Certain costs related to unproved properties and major development 
projects may be excluded from costs subject to depletion until proved reserves have been determined or their value is 


impaired. These properties are reviewed quarterly to determine if proved reserves should be assigned, at which point they 


would be included in the depletion calculation, or for impairment, for which any write down would be charged to depletion and 
depreciation expense. va 


Full Cost Accounting Ceiling Test 


Natural gas assets are evaluated at least annually to determine that the costs are recoverable and do not exceed the fair 
value of the properties. Costs are assessed to be recoverable if the sum of the undiscounted cash flows expected from the 
production of proved reserves and the lower of cost and market of unproved properties exceed the carrying value of the natural 
gas assets. If the carrying value of the natural gas assets is not assessed to be recoverable, an impairment loss is recognized 
to the extent that the carrying value exceeds the sum of the discounted cash flows expected from the production of proved 
and probable reserves and the lower of cost and market of unproved properties. The cash flows are estimated using future 
product prices and costs and are discounted using the risk-free rate. By their nature, these estimates are subject to 
measurement uncertainty and the impact on the financial statements could be material. Any impairment would be charged as 
additional depletion and depreciation expense. ans 


Asset Retirement Obligations 


The Company records a liability for the fair value of legal obligations associated with the retirement of long-lived tangible 
assets in the period in which they are incurred, normally when the asset is purchased or developed. On recognition of the 
liability, there is a corresponding increase in the carrying amount of the related asset known as the asset retirement cost. 
The total future asset retirement obligation is an estimate based on the Company's net ownership interest in all wells and 
facilities, the estimated cost to abandon and reclaim the wells and facilities, and the estimated timing of the costs to be 
incurred in future periods. The total undiscounted amount of the estimated cash flows required to Settle the asset retirement 
obligation isan estimate that is subject to measurement uneectainty and any change would impact. the liability. 


Stock-based Compensation 


The Company follows the fair value method of valuing stock option grants and Performance Share issues. Under this method, 
compensation cost, attributable to share.options granted and Performance Shares issued to employees, contractors, officers 
and directors of Ember is measured at fair value at the date of grant and expensed over the vesting period with a 
corresponding increase to contributed surplus. Upon the exercise. of the stock options and the conversion of Performance 
Shares, consideration paid together with the amount previously recognized in contributed surplus is recorded as an increase 
to share capital. Stock-based Compensation is an estimate that is subject to measurement uncertainty and any change would 
impact the expense recorded and the corresponding charge to shareholders’ equity. 


‘ Income Taxes 5 


The determination of the Company’s income and other tax liabilities requires interpretation of complex laws and regulations 
involving multiple jurisdictions. All tax filings are subject to audit and potential reassessment after the lapse of considerable 
time. Accordingly, the actual income tax.liability may differ significantly from that estimated and recorded. 


Business Risks 


Ember is engaged in the exploration, development and production of CBM-based natural gas. The natural gas business is 
inherently risky ahd there is no assurance that hydrocarbon reserves will be discovered and economically produced. Operational 
_ risks include competition, reservoir performance uncertainties, environmental factors, and regulatory, environment and safety 
concerns. Financial risks associated with the petroleum industry include fluctuations in commodity prices, interest rates, 
currency exchange rates and the cost of goods and services. The following are key risk areas for the Company. 


CBM Operations 


CBM operations in Western Canada are in the early stages of development. As a result, many factors affecting the economics 
and success of CBM operations are unknown or not fully known at this time. 


Ember has a number of demonstration projects that A85ihave been designed to provide the Company with information 
regarding well productivity, reserve recovery factors and reservoir characteristics. ite information is required to advance the 
project areas to commercial development, 


Ember’s business is subject to all of the operating risks associated with drilling for and producing natural gas, including fires, 
explosions, blowouts and surface cratering, uncontrollable flows of underground natural gas, formation water, natural 
disasters, pipe or cement failures, casing collapses, embedded oilfield drilling and service tools, abnormally pressured 
formations and environmental hazards, such as natural gas leaks, pipeline ruptures and discharges of toxic gases. 


In addition, the exploration for, and production of CBM differs from conventional oil and gas and can pose additional operating risks. 


CBM can require higher capital commitments than similar depth conventional. gas developments due to such factors as the 
-type of drilling and completion techniques required, which can entail the complexity of development of multiple coal steams. 
In some instances, more wells per section are required to effectively develop the resource in place. Lower wellhead pressures 
are typical with CBM production which can require additional compression or larger flow lines. 


CBM also requires a longer timeframe for testing and development and often comes with water. In a sandstone or limestone 
reservoir, the gas molecules are between the rock particles. With CBM, the gas molecules are stuck to the coal or adsorbed, 
and the spaces between the coal, referred to as the “cleats”, must be drained of water before gas will come out of the coal. . 
The length of this dewatering process is different in each instance, but CBM wells in the United States have, in some 

instances, taken over a year before CBM production begins. Ember’s operations may require long lead times before peak 
: production is reached, and the sustainability of production is subject to greater uncertainty than with conventional gas. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Water production from CBM firstly requires adequate disposal into government approved formations. The large volumes produced 
potentially create such operational concerns as freezing, scale formation, or backpressure caused by inefficient pumping. 


As CBM is relatively new in Canada, there is additional regulatory complexity. This includes uncertainty or limitations to 
development from outstanding CBM ownership questions regarding freehold lands. With the recent introduction of CBM 
development in Canada, operators drilling or producing CBM wells are subject to public scrutiny. Any problems experienced by 
other operators might adversely impact Ember, through additional regulations or greater difficulty in acquiring leases, sgl 
or regulatory approvals. 


In addition, Ember could incur substantial losses as a result of loss of life, severe damage to and deeencion of property, - 
natural resources and equipment, pollution and otherenvironmental damage, clean-up responsibilities, regulatory investigation: 
and penalties, suspension of the Company’s operations and repairs to resume operations. — ; 


Safety and Environmental Matters ‘ 


The natural gas industry is subject to extensive regulation pursuant to various municipal, provincial, national, and international , 
conventions and regulations. Environmental legislation encompasses, among other things, restrictions and prohibitions on 
spills, releases and/or emissions of various substances produced in association with oil and natural gas operations. The 
Company is committed to meeting and exceeding its environmental and safety responsibilities. The Company has in place an 
environmental and safety policy designed, at minimum, to comply with current government regulations. set for the oil and 
natural gas industry. Changes to governmental regulations are closely monitored to ensure compliance. Environmental reviews . 
are completed as part of the due diligence process when evaluating acquisitions. : 


Although Ember maintains insurance commensurate with industry standards to cover reasonable risk and potential liabilities 
associated with its activities, as well as insurance coverage for officers and directors executing their corporate duties, the 
nature of these risks is such that liabilities could exceed policy limits, in which event the Company could incur significant costs 
that could have an adverse effect upon its financial condition. ' 


Operational Risks 


6 


Natural gas exploration opefations are subject to all of the risks and hazards typically associated with such operations, 
including premature decline of reservoirs, hazards such as fire, explosion, blowouts, cratering and spills, each of which could 
result in substantial damage to natural gas wells, producing facilities, other property and the environment-.or in personal injury. 
In accordance with industry practice, Ember is not fully insured against all of these risks, nor are all such risks insurable. 
Although Ember maintains liability insurance in an amount that it considers adequate, the nature of these risks is such that 
liabilities could exceed policy limits, in which event Ember could incur significant costs that could have a materially adverse 
effect upon its financial condition. 


Natural gas exploration and developnient activities are dependent on the availability of drilling and related equipment in the ~ 
particular areas where such activities will be conducted. Demand for such limited equipment or access restrictions may affect 
the availability of such equipment to Ember and may delay exploration and development activities. To the extent that Ember » 
is not the operator of its gas properties, the Company is dependent on such operators for the timing of activities related to 
such properties and is largely unable to direct or control the activities of the operators. The Company attempts to mitigate 
this risk by developing strong relationships wri) suppliers and contractors. 


Volatility of Gas Prices and Markets 


Natural gas prices are unstable and subject to fluctuation: Any material decline in prices could reduce the Company’s net 
production revenue. The economics of producing from some wells may change as a result of lower prices, which could result 
in a reduction in the volumes of Ember’s reserves. Ember might also elect not to produce from certain wells at lower prices. All 
of these factors could result in a material decrease in Ember’s net production revenue causing a reduction in its gas acquisition 
and development activities. In addition, bank borrowings available to Ember are, in part, determined by the Company's 
borrowing base. A sustained material decline in prices from historical average prices could further reduce the Company’s 
borrowing base and thus, bank credit available and could require repayment of a portion of the Company’s bank debt. 


f From time to time, Ember may enter into agreements to receive fixed prices on its natural gas production to offset the risk of 
revenue losses if commodity prices decline; however, if commodity prices increase beyond the levels set in such agreements, 
Ember will not benefit from such increases. 


Technology Risk ; 
The Company relies on information technology to manage its day to day operations and perform reporting obligations including 
the preparation of financial statements, reporting to joint partners, and various governments in relation to payment of royalties 
and taxes. While the Company. takes precautions to safeguard data, there is a risk that-information systems could be 
corrupted or fail resulting in damage and cost to the Company. 


Permits and Licences 

Many of Ember’s operations require licences and permits from various governmental authorities. There can be no assurance that 
Ember will be able to obtain all necessary licences and permits that may be required to carry out exploration and development 
at its projects in a timely manner or at all. 


Foreign Currency Exposure ; 

From time to time Ember may enter into agreements to fix the exchange rate of Canadian to United States dollars in order to 
offset the risk of revenue losses if the Canadian dollar increases in value compared with the United States dollar, or the risk 
of increased repayments on United States dollar denominated debt if the Canadian dollar declines in value compared to the 
United States dollar, However, if the Canadian dollar declines in value combarer with the United States Boles it will not benefit 
from the fluctuating exchange rate. 


Title to Properties | 

Although title reviews are completed according to industry standards prior to the purchase of most natural gas producing 
properties, or the commencement of drilling wells as determined appropriate by management, these reviews do not guarantee 
or certify that an unforeseen defect in the chain of title will not arise to defeat a claim of Ember, which could result in a 
‘reduction of the revenue received by the Company. 


MANAGEMENT'S DISCUSSION AND ANALYSIS 


Reserve Estimates 


There are numerous uncertainties inherent in estimating economically recoverable quantities of natural gas reserves 
(including natural gas liquids) and cash flows to be derived from these reserves, including many factors beyond the control of 
Ember. These estimates include a number of assumptions relating to factors such as initial production rates, production 
decline rates, ultimate recovery of reserves, timing and amount of capital expenditures, marketability of production, future 
prices of natural gas, operating costs and royalties and other government levies that may be imposed over the producing life 
of the reserves. These assumptions are based on price forecasts in use at the date the relevant evaluations were prepared, 
and many of these assumptions are subject to change and are beyond the control of Ember. Actual production and cash flows 
derived from reserves will vary from these evaluations, and such variations could be material. 


Reserve Replacement 


Ember’s future natural gas reserves, production, and cash flows to be derived therefrom are highly dependent on successfully 
acquiring or discovering new reserves. Without the continual addition of new reserves, any existing- reserves Ember may have 
at any particular time and the production therefrom will decline over time as such existing reserves are exploited. A future 
increase in reserves will depend on Ember’s ability to develop any properties it may have from time to time, and on its ability 
to select and acquire suitable producing properties or prospects. There can be no assurance that Ember’s future exploration 
and development efforts will result in the discovery and development of additional commercial accumulations of natural gas. 


To mitigate this risk, Ember has assembled a team of experienced technical. professionals who have expertise in operating 
and exploring areas which the Company has identified as being the most prospective for increasing Ember’s reserves on an 
economic basis. 


Substantial Capital Requirements and Liquidity 


Ember may have to make’ substantial capital expenditures: for the acquisition, exploration, development and production of 
natural gas reserves in the future. If revenues or reserves decline, Ember may have limited ability to expend the capital 
necessary to undertake or complete future drilling programs. There can be no assurance that debt or equity financing or cash 
generated by operations will be available or sufficient to meet these requirements or for other corporate purposes or, if debt 
or equity financing is available, that it will be on terms acceptable to the Company. Moreover, future activities may require 
Ember to alter its capitalization significantly. The inability of the Company to access sufficient capital for its operations could 
have a material adverse effect on its financial condition, results of operations or prospects. : 


Issuance of Debt 


From time to time Ember may enter into transactions to acquire assets or shares of other corporations. These transactions 
may be financed partially or wholly through debt, which may increase debt levels above industry standards. Ember’s articles 
and bylaws do not limit the amount of indebtedness it may incur. The level of Ember’s indebtedness from time to time could 


impair its ability to obtain additional financing in the future on a timely basis to take advantage of business opportunities 
that may arise. 


Environmental Regulation 


Canada is a signatory to the United Nations Framework Convention on Climate Change and has ratified the Kyoto Protocol . 
established thereunder to set legally binding targets to reduce nation-wide emissions of carbon dioxide, methane, nitrous oxide 
and other greenhouse gases (GHG): On October 19, 2006, the Canadian Federal Government introduced into Parliament the 
Clean Air Act (Bill C-30) and released its accompanying Notice of Intent to Develop and Implement Regulations and Other 
Measures to Reduce Air Emissions (the “Notice”). The Bill and the Notice are intended to reflect the Government's “made in 
Canada” approach to Canada’s Kyoto Protocol obligations and reduce criteria air pollutants and GHG emissions in Canada. 


Bill C-30 does not expressly include emission reduction targets for industrial sectors. However, the Notice provides for sector 
emission intensity based targets for GHG to come into effect by the end of 2010 and long-term GHG emission reduction 
targets from 2003 levels by 2050. The National Round Table on the Environment and Economy is charged with advising the 
Government on these targets. Future emission reduction targets and emission intensity targets, together with provincial 
emission reduction requirements contemplated in Alberta’s Climate Change and Emissions Management Act, or emission 
_ reduction requirements in future regulatory approvals, may require the reduction of emissions or emissions intensity from the 
Company’s operations and facilities. 


The reductions may not be technically or economically feasible for the Company and the failure to meet such emission 
reduction requirements may materially adversely affect the Company’s business and result in fines, penalties and the 
suspension of operations. As well, equipment from suppliers which can meet future emission standards may not be available 
on an economic basis and other methods of reducing emissions or emission intensity to required levels in the future may 
significantly increase operating costs or reduce output. 


There is a risk that the federal and/or provincial governments could pass legislation which would tax such emissions or 
require, directly or indirectly, reductions in such emissions or emission intensity produced by energy industry participants for 
which Ember may be unable to mitigate. Mitigation of the risk of future legislative or regulatory limits on the emission of GHG 
may include the acquisition of emission reduction or off-set credits from third parties. However, emission reduction or off set- 
credits may not be available for acquisition by Ember or may not be available on an economic basis and may not be recognized 
or qualify under future legislative or regulatory regimes as mitigation for the emission of GHG by the Company. 


Corporate Matters 

To date, Ember has not paid any dividends on its outstanding Common Shares. Certain of the directors and officers of Ember 
are also directors and officers of other oil and gas companies involved in natural resource exploration and development, and 
conflicts of interest may arise between their duties as officers and directors of Ember, as the case may be, and as officers 
and directors of such other companies. 


Reliance on Key Personnel . 

The success of Ember is largely dependent upon the performance of iis management and key employees. Ember does not 
have any key man insurance policies and, therefore, there is a risk that the death or departure of any member of management 
or any key employee could have a material adverse affect on the Company. In addition, the competition for qualified personnel 
in the oil and natural gas industry is intense and there can be no assurance that the Company will be able to continue to 
‘attract and retain all personnel necessary for the development and operation of the business. Investors must rely upon the 
ability, eral Nes: judgment, discretion, integrity Shae good faith of Ember’s management. 
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- MANAGEMENT'S DISCUSSION AND ANALYSIS 


Advisories 


Disclosure Controls, Internal Controls and Procedures 

The Company has established disclosure controls and procedures fate ensure timely and materially accurate preparation of 
financial and other reports. Disclosure controls and procedures are designed to provide reasonable assurance that material 
information required to be disclosed is recorded, processed, summarized and reported within the time periods specified by 
securities regulations and that information required to be disclosed is accumulated and communicated to the appropriate 
members of management and properly reflected in the Company's external filings. The Chief Executive Officer (CEO) and the 
Chief Financial Officer (CFO) oversee the process to evaluate the design and have concluded that the design and operation 
of these disclosure controls and procedures-are adequate and effective in ensuring that the information required to be 
disclosed .by the Company in reports filed with the Canadian Securities Administrators is accurate and complete and filed 
within the time periods required. The Chief Executive Officer and Chief Financial Officer have individually signed certifications 
to this effect. 


Management has designed internal controls over financial reporting to provide reasonable assurance regarding the reliability 
of financial reporting and the preparation of financial statements for external purposes in accordance with the Corporation’s 
GAAP. There is no change in the Corporation’s internal control over financial reporting that has materially affected, or is 
reasonably likely to materially affect, the Corporation’s internal control over financial reporting. Management, including the 
Chief Executive Officer and Chief Financial Officer, do not expect that our disclosure controls or our internal controls over 
financial reporting will prevent or detect all error or fraud. A control system, no matter how well designed and operated, can 
provide only reasonable, not absolute, assurance that the control system’s objectives will be met. The design of a control 
system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to 
their costs. 


Given the Company's limited staff level, certain duties within the accounting and finance department cannot be properly 
segregated. However, none of the segregation of duty deficiencies resulted in a misstatement to the financial statements as 
the Company relies on certain compensating controls, including substantive periodic review of the financial statements and 
other information by the Chief Executive Officer and Audit Committee. This weakness is considered to be.a common area of 
deficiency for many smaller listed companies in Canada. 


Non-GAAP Measurements 


This MD&A contains the terms “operating netback” and “funds from operations”. These measurements should not be 
considered an alternative to, or more meaningful than, cash flow from operating activities as determined in accordance with 
GAAP as an. indicator of the Company’s performance. The Company’s determination of funds from operations and operating 
netback may not be comparable to that reported by other companies. The reconciliation between net earnings and funds from 
operations can be found in the statement of cash flows. The Company also presents funds from operations per share whereby 
per share amounts are calculated using weighted average shares outstanding consistent with the calculations used in 
determining earnings per share. Ember’s peer companies in the oil and gas industry use-the same definitions and for 
consistency the Company will continue to report in this manner. 


Funds from operations are determined in the statement of cash flows as operating cash flows before working capital 
adjustments. Management uses this term to compare with other companies that also report this measure, to manage debt 
facilities that may use this measure to guide determination of debt pricing, and to readily provide this information to-investors 
that routinely request this measure. Operating netback is not a measure that is readily apparent in the GAAP prepared financial 
statements. It is an energy industry measure which measures funds flows at the field level by determining all field-related 
revenues less costs. The Company uses this measure to compare its field operations with those of its peers, and reports this 
measure to the investment community which is either Pe it, or in the eribeg of the Company providing it, calculating 
the measure themselves. 


_ BOE Presentation 
This MD&A contains. disclosure expressed as barrel of oil equivalent (“boe”), and as such equivalency measures may be 
misleading particularly if used in isolation. Petroleum and natural gas reserves and volumes have been converted to a 
common unit of measure of one boe on a basis of Six thousand cubic feet (mcf) of gas to one barrel (bbl) of oil. This conversion 
ratio is based on an energy equivalency conversion method primarily ePpiEaDIe ¢ at the burner tip and does not represent a 
value equivalency at the wellhead. 


‘Additional Information 
Additional information relating to Ember is filed on Sedar and can be viewed at www.sedar.com. This information includes the - 
Company’s Annual Information Form. Information can also be obtained by contacting the Company at Ember Resources Inc., 

. Suite 800, 521 — 3rd Avenue, SW, Calgary, Alberta, Salis T2P 373. Information is also accessible on the Company’s website 
at www. emberresources. com. 


MANAGEMENT'S REPORT 


The accompanying Financial Statements of Ember Resources Inc. are the responsibility of Management. The financial ~ 
statements have been prepared by Management in accordance with Canadian generally accepted accounting principles 
and include certain estimates that reflect Management’s-best judgments. Financial information contained throughout 
the annual report is consistent with these financial statements. 


Management has overall responsibility for internal controls and has ‘daverapet and maintains a: system a internal 


controls that provides reasonable assurance that all transactions are accurately recorded, that the financial statements — 


realistically report the Company’s operating and financial results and that the Company's assets are safeguarded. The 
' policy of the Company is to maintain the highest standard of ethics in all its activities and it has. a written code of 
business conduct. 5 


The Company’s Board of Directors has approved the information contained in the financial statements. The Board of 
Directors fulfills its responsibility regarding the financial statements mainly through its Audit Committee, which has a 
written mandate that complies with the current eee of Canadian securities legislation. The Audit Committee 
meets on at least a quarterly basis. r ; 


Ernst & Young LLP an independent firm of chartered SeNeaiots, was dapointed by a vote of shareholders at the 
Company’s last annual meeting to audit the financial statements and provide an independent opinion. 


Doug Dafoe Bruce Ryan 
‘Chief Executive Officer and Chairman of the Board Vice President Finance and Chief Financial Officer 


March 14, 2007 


AUDITORS’ REPORT 


~ To the Shareholders of Ember Resources the. 


_ We have audited. the balance sheets of Ember Resources ne (the Company”) < as at December 3%, 2006 and 2005, 
_and the statements of income (loss) and retained earnings (deficit) and cash flows for the year ended December 31, 
2006 and the period from July 7, 2005 to December 31, 2005. These financial statements are the responsibility of the 
4 te Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits. , 
i ‘We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
“misstatement. An audit includes examining, on a. test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. 


: In our opinion, these financial. statements present. fairly, in all material respects, ‘the financial position of the 
Company as at December 31, 2006 and 2005, and the results of its operations: and its cash flows for the year ended 

. December 31, 2006 and the period from July t; 2005 to December 31, 2005 in accordance with Canadian generally 
accepted ep countine. principles. ay ae 


4 


eat + : elle 


Chartered Accountants 
Calgary, Canada 


_ March 14, 2007 


FINANCIAL STATEMENTS 


; As at , As at 
($ thousands) a December 31, 2006 December 31, 2005 
; (Restated — Note 2) 
Assets (note 5) “ 
Current assets , 
Cash and cash equivalents : -$ - SPP 596 
Short-term investments - 10,000 
Accounts receivable (note 3) 4,430 3,316 
Prepaid expenses 241 145 
4,671 31,057 
Property and equipment (notes 2, 3, 4) 77,739 47,389 
| $ 82,410 $ 78,446 
Liabilities 
Current liabilities vee 
Accounts payable and accrued liabilities $ 6,876 ‘ $ 11,885 
Bank loan (note 5) ; 8,890 ‘ nie bet 
15,766 11,885 
Asset retirement obligation (note 6) 2,527 1,952 
18,293 13,837 
Commitments (note 11) 
Shareholders’ Equity eg. : 
Share capital (note 7) ; 62,894 62,901 
Contributed surplus (note 7) 3,613 586 
Retained earnings (deficit) : (2,390) 1,122 
64,117 64,609 
$ 82,410 $ 78,446 
See accompanying notes to financial statements : 
On behalf of the Board: 
Sfotelen RY dds clnt 
JW. Peltier Dennis Balderston 
Director . Director 


STATEMENTS OF INCOME (LOSS) 
_ AND RETAINED EARNINGS (DEFICIT) 


. 3 Period from 
Year ended July 7, 2005 to 
DPCP S S ere MOUS) sh oh Cu ge cia. hay \ 7 oBecember al 20067) > 34 2X. December als 2008.3 
C (Restated — Note 2) 
Revenue 
Natural gas sales ‘ $ 10,414 $ 4,404 
Royalties a HOS (LOST ye (354) 
Interest income 249 347 
Aah 2 ihe See a 9,606 , 4,397 
Expenses sche AD TORN Bare Th, aN aaa oi mre stegeaae ne heoRNGe RRR URL Naga fh Pig ane tah 
_ Operating 2,615 621 
Transportation 365 _— 127 
Interest ; 41 - 
General and administrative 1,958 597 
Stock-based compensation expense (note 7) 1,928 526 
Depletion, depreciation and accretion ‘ 6,211 1,368 
13,118 3,239 
Income (loss) before taxes ; (3,512) 1,158 
Capital tax expense - (36) 
Net income (loss) for the period (note 8) (3,512) Ebley) 
Retained earnings, beginning of period | 1,122 2 
Retained earnings (deficit), end of period $ (2,390) $ 22. 
‘Earnings (loss) per share (note 7) k 
Basic and diluted , $ (0.12) $ 0.04 


a oo oe a ee nn ne nn ee a a pn ne nn nn a en nn nn nr wn wn nnn sn er nnn er nnn nnn inn an na a a nnn nn Po nn n= nn ee nn sn a in en een ene nen e 


. See accompanying notes to financial statements 


FINANCIAL STATEMENTS 


STATEMENTS OF CASH FLOWS 


: ¢ — Period from 
1 ~* Yearended _ ‘July 7, 2005 to 
($ thousands) December 31, 2006 December 31, 2005 


(Restated — Note 2) 


Operating activities 
Net income (loss) for the period $ (3,512) Stet? 
Add items not involving cash 


Depletion, depreciation and accretion 6,211 1,368 
Stock-based compensation expense ' 1,928 526 
Abandonment expenditures ' (45) =z 
Change in non-cash working capital related to operating activities (note 10) 532 (1,783) 
5,114 : i. 233 
Financing activities 
Proceeds on issuance of share capital, net of share issuance costs. - . - 54,999 
Bank loan advances net of repayments ; f ‘ 8,890 = 
Repayment of loan on initial transaction - (7,249) 
Repurchase and cancellation of private placement shares (note 7) t C7)" - 
8,883 47,750 
Investing activities 
Short-term investments 10,000 (10,000) 
Additions to property and equipment ; f (34,842) (31,594) 
Change in non-cash working capital related to investing activities (note 10) _ (6,751) 10,207 
; (31,593) (31,387) 
Increase (decrease) in cash and cash equivalents ‘ (17,596) ‘ 17,596 
Cash and cash equivalents, beginning of period 17,596 a 
Cash and cash equivalents, end of period $ - $ 17,596 
See accompanying notes to financial statements 3 


NOTES TO THE FINANCIAL STATEMENTS 


December 31, 2006 (amounts in thousands unless otherwise indicated) 


1. Significant Accounting Policies 


Nature of Business and Basis of Presentation 


Ember Resources Inc. (“Ember” or the “Company”) was incorporated on June 3, 2005 under. the Business Corporations Act 
(Alberta), and commenced commercial operations on July 7, 2005 following the completion of a Plan of Arrangement (the 
“Arrangement”) involving Thunder Energy Inc. (“Thunder”), Mustang Resources. Inc. (“Mustang”), Forte Resources Inc. 
(“Forte”), Thunder Energy Trust, and the Company. Pursuant to the Arrangement, Ember acquired certain natural gas coalbed 
methane properties previously held by Thunder. At the time of this transaction, Ember and Thunder were related companies 
resulting in the transfer of assets to Ember from Thunder at their carrying values. 


Ember is engaged in the acquisition of, exploration for and development and production of natural gas coalbed methane 
properties in Alberta. The financial statements are stated in Canadian dollars and have been prepared in accordance with 
Canadian generally accepted accounting principles. 


The preparation of financial statements in conformity with generally.accepted accounting principles requires. management to 
_ make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the 
- period. Actual results could differ from these estimates. As the Company commenced operations on July f, 2005, comparative 
results are for the period from July 7 to December 31, 2005. 


Joint Operations 
Exploration, development, and production activities may be conducted jointly with others and, accordingly, the Company only 
_reflects its Sea interest in such activities. 


Measurement Pin cereainty 

The amounts recorded for depletion and depreciation of natural gas properties and equipment and the provision for asset 
retirement obligations aré based on estimates. In addition, the cost recovery ceiling test is based on estimates of proved 
reserves, production rates, natural gas prices, future costs, and other relevant assumptions. By their nature, these estimates 
are subject to measurement uncertainty and the effect on the financial statements of changes in such estimates in future 


periods could be significant. 


‘Cash and Cash Equivalents 
Cash and cash equivalents include cash and short-term investments with initial maturities of 90 days or less. 


Plant and Equipment a 

The Company follows. the full cost method of accounting for natural gas operations. All costs related to the acquisition of, 
exploration for and development of natural gas reserves are capitalized. Such costs include lease acquisition costs, geological 
and geophysical expenses, carrying charges of non-producing property, costs of drilling both productive and non-productive 
‘wells, and the cost of natural gas production equipment. The Company also capitalizes direct general and administrative costs ~ 


related to acquisition and development activities. 


NOTES TO THE FINANCIAL STATEMENTS 


Gas assets are evaluated on an annual basis to determine that the costs are recoverable and do not exceed the fair value 
of the properties. The costs are assessed to be recoverable if the sum of the undiscounted cash flows expected from the 
production of proved reserves (which includes future development costs) and the lower of cost and market of unproved 
properties exceed the carrying value of the gas assets. If the carrying value of the gas assets is not assessed to be 
recoverable, an impairment loss is recognized to the extent that the carrying value exceeds the sum of the discounted cash 
flows expected from the production of provéd and probable reserves and the lower of costs and market of unproved properties. 
The cash flows are estimated using the future product prices and: costs and are discounted using the risk-free rate. 


Proceeds from the disposition of gas properties are credited to the capitalized costs except for dispositions that would change 
the rate of depletion and depreciation by 20% or more, in which case a gain or loss would be recorded. i 


The Company capitalizes initial production activities for all Mannville wells to recognize significant dewatering of the coals prior 
to achieving commercial gas production. Ember believes that a policy of capitalizing these dewatering efforts (including all 
expenses and incidental revenue) on a well by well basis, is more representative of the costs of bringing these assets on 
production. Under the policy, certain pre-production costs including expenses and incidental revenue are included in the full 
cost pool and depleted. 


Depletion and Depreciation 


Capitalized costs, together with estimated future capital costs associated with proved reserves, are depleted using the 
unit-of-production method based on estimated gross proved reserves of natural gas as determined, by qualified independent 
engineers. For purposes of this calculation, reserves and production are converted to equivalent units of oil based on relative 
energy content of six. thousand cubic feet of gas to one barrel of oil. Costs of significant unproved properties, net of 
impairment, are excluded from the depletion and depreciation calculation until it is determined whether or not proven reserves 
are attributable to the property'or impairment occurs. 


Other assets are recorded at cost and depreciated over their useful life on a straight line basis using the following rates: 


Computer software 2 years 
Computer hardware 3 years 
Office furniture and fixtures 5 years 


Asset Retirement Obligations 


The Company records a liability for the fair value of legal obligations associated with the retirement of long-lived tangible 
assets in the period in which they are incurred, normally when the asset is purchased or developed. On recognition of the ~ 
liability, there is a corresponding increase in the carrying amount of the related assets known as the asset retirement cost, 
which is depleted on a unit-of-production basis over the life of the reserves. The liability is adjusted each reporting period to 
reflect the passage of time, with the accretion charged to earnings, and for revisions to the estimated future cash flows. Actual 
abandonment expenditures are charged against the abandonment liability. 


Financial Instruments 


The Company may use derivative financial instruments from time to time to hedge its exposure to commodity prices and 
foreign exchange fluctuations. The Company does not enter into derivative financial instrument contracts for trading or 


speculative purposes. 


The Company may enter into hedges of its exposure to natural gas commodity prices by entering into natural gas swap 
contracts, options or collars, when it is deemed appropriate. These derivative contracts, accounted for as hedges, would not 
be recognized on the balance sheet. Realized gains and losses on these contracts would be recognized in natural gas revenue - 
and cash flows in the same period in which the revenues associated with the hedged transactions are recognized. Premiums 
paid or received would be deferred and amortized to earnings over the term of the contract. ‘ 


' Gains and losses resulting from changes in the fair value of derivative contracts that do not qualify for hedge accounting would 


be recognized in earnings when those changes occur. 


Revenue Recognition 
Revenues from the sale of natural gas are recorded when title passes to an external party. 


Income Taxes 


_ The Company follows the asset and liability method of accounting for income taxes. Under the asset and liability method, 


future tax assets and liabilities are recognized for the future tax consequences attributable to differences between the 


- financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Future tax assets and 


liabilities are measured using enacted or substantively enacted tax rates expected to apply to taxable income in the years in 
which those temporary differences are expected to be recovered or settled. The effect on future tax assets and liabilities of 


_ a change in tax rates is recognized in income in the period in which the change is substantively enacted. 


Stock-based Compensation Plan ~ 

The Company follows the fair value method of valuing stock option grants and Performance Share issues. Under this method, 
compensation cost, attributable to share options granted and Performance Shares issued to employees, contractors, officers 
and directors of Ember is measured at fair value at the date of grant and either capitalized or expensed over the vesting period ' 


_ with a corresponding increase to contributed surplus. Capitalized amounts are charged to earnings as depletion over the life 


of estimated reserves. Upon the exercise of the stock options and the conversion of Performance Shares, consideration paid 


oy together with the amount previously recognized in contributed surplus is recorded as an increase to share capital. 


The Company does not incorporate an estimated forfeiture rate for stock’ options and Performance Shares that will not vest; 
rather, the Company will account for actual forfeitures’as they occur. 


Per Share Information 

Per share information is calculated on the basis of the weighted average number of Common Shares outstanding during the 
fiscal period. Diluted per share information reflects the potential dilution that could occur if securities or other contracts to 
issue Common Shares were exercised or converted to Common Shares. Diluted per share information is calculated using the 
treasury stock method which assumes that any proceeds received by the Company upon exercise of in-the-money stock 
options plus the unamortized stock-based compensation expense would be used to buysback common shares at the average 
market price for the period, Performance Shares (contingently issuable shares) are based on the shares that would be 
issuable, if the end of the reporting period were the end of the contingency period, and the result would be dilutive. 


NOTES TO THE FINANCIAL STATEMENTS 


2. Change in Accounting Policies 


a) Capitalized General and Administration and Stock-based Compensation Expenses — ean 


Effective July 1, 2006, Ember. changed its accounting policy for general and administrative (G&A) and stock-based 
compensation (SBC) expenses in order to better reflect the cost of bringing assets on production. Previously, Ember included 
direct costs and stock-based compensation benefits related to acquisition and development activities in G&A expenses. Under 
the new policy, direct costs and stock-based compensation benefits related to exploration and development are included in 
the full cost pool and depleted. The effect of this change in accounting policy has been recorded retroactively with restatement 
of the prior period. : 


b) Capitalized Mannville Pre-production Costs 


Effective July 1, 2006, Ember changed its accounting policy for initial Brocton costs related to Ember’s drilling and 
production operations in Mannville zones. Previously, the Company recorded initial production activities (including all revenues 
and expenses) for all Mannville wells through the income statement as is typical for more conventional natural gas operations. 
However, significant revenue generation does not occur in Mannville zones until dewatering of the coals occurs thereby 
removing a significant amount of an impediment to gas production. Until commercial gas production and revenue generation 
commences, Ember believes that a policy of capitalizing these dewatering efforts (including all expenses and incidental 
revenue) on a well by well basis, is more representative of the costs of bringing these assets on production. Under the new 
policy, certain pre-production costs including expenses and incidental revenue are included in the full cost pool and Ge plene ds 
The effect of this change in accounting policy has been retroactively applied with restatement of prior periods. 


c) Effect of Changes 


The effect of the adoption of the changes is presented below as increases ewe bege 2 to amounts sbi 6) reported: 


: Capitalization of 
eanielivation of Mannville Adjustment as at 


Balance sheet ($000s) direct G&A and SBC Pre-production costs December 31, 2005 
Property and equipment $ 784 Sts $ 907 
Retained earnings $ 784 Ae WE $ 907 
Capitalization of Total for the 

Capitalization of Mannville six months ended - 
Income statement ($000s) ; } direct G&A and SBC Pre-production costs December.31, 2005 
Natural gas sales $ - So OF $ . (20) 
Royalties - (6) (6) 
General and administrative expense (534) ~ (534) 
Operating expenses 2 ; (137) pF (137) 
Stock-based compensation expense 3 (282) S)) " (282) 
Depletion, depreciation and accretion expense ; 32 ‘ - 32 
Net income $ 784 $ 123 $ 907 

Fa UE EAT TCA rR Di A STRY ADE (TAR ee Re lk i sg PS a ROS CE ee eae 
Net income per share - basic and diluted $ 0.03 


at ache adda lle allt ee ele et tee er tt er et ety ap Pant min tae tele b | epee siete apni nL Poeatn repay) pepe Pep Perera Peete ey ep te e tt ye ee ee 


3. Transfer of Assets and Commencement of Commercial Operations 


Under the Arrangement, Thunder transferred to Ember certain producing and exploratory natural gas properties. At the time 
of this transaction, Ember and Thunder were related companies resulting in a transfer of assets to Ember from Thunder at 
_ their carrying value as follows: 


Net assets received: 


Natural gas properties : : $ 16,431 
Cash 2,208 
Loan (5,000) 
Accounts payable ‘ (2,249) 
Asset retirement obligation (1,502) 
Common Shares issued (20,323 shares) (note 7) , ; $ 9,888 


Relationship with Thunder Energy Trust 

As a result of the Plan of Arrangement, Ember and Thunder Energy Trust have joint interests in certain properties and 
undeveloped land. These joint interest properties are governed by standard industry agreements. As at December 31,2006 
accounts receivable include $1,500,000 due from Thunder Energy Trust ($2,200,000 — 2005), which represented standard 
joint venture amounts including capital transactions. 


4. Property and Equipment i 
Accumulated December 31, 2006 


: Cost Depreciation Net Book Value 
December 31, 2006 ($000s) ($) ($) ($) 
Natural gas properties 84,626 (7,114) 77,512 
Office and computer : , 445 We! (218) : 227 
Total , : i 85,071 (7,332) 77,739 
Accumulated December 31, 2005 
y Cost Depreciation Net Book Value 
December 31, 2005 ($000s) (Restated note 2) ($) Aaa ete) ORES GeO stat 5 ($) 
Natural gas properties 48,310 (1,260) 47,050 
Mineranc compyten Thc soy wh oe ah hy hay ee Bien chine Merge SRR Ba Satan (46) Co aa Tae SPC) ss 3 39 
Total 48,695 (1,306) 47,389 


As at December 31, 2006, the depletion calculation excluded unproved properties of $37,030,000 ($30,200,000 — 2005). 
These properties consist of undeveloped land and assets with no assigned reserves that are held for future development. At 
December 31, 2006 a total of $8,413,000 of future development costs were included in the depletion calculation 
($8,351,000 — 2005). General and administrative expenses totaling $654,000 ($229,000 — 2005) were capitalized during 
the year. Stock-based compensation costs totaling $1,099,000 ($282,000 — 2005) were capitalized during the year. 


NOTES TO THE FINANCIAL STATEMENTS 


Application of the ceiling test did not result in an impairment to the carrying value of property and equipment. The prices used 
in the ceiling test of the Company’s natural gas reserves at December 31, 2006 were: 


Natural gas - AECO C 


Year $/mef 
2007 $ {772 
2008 $ 8.59 
2009 eer a 
2010 ; ‘ $ 7.55 
2011 ' $72 
Thereafter Plus 2.0% 
5. Bank Loan 


The Company has a $15,000,000 demand revolving operating credit facility with a Canadian chartered bank. The credit facility 
provides that advances may be made by way of direct advances, Banker's. Acceptances, or standby letters of 
credit/guarantees. Direct advances bear interest at the bank’s prime lending rate plus an applicable margin for Canadian 
dollar advances and at the bank's U.S base rate plus an applicable margin for U.S. dollar advances. The applicable margin 
charged by the bank is dependent upon the Company’s debt to trailing cash flow ratio. The Banker's Acceptances bear interest 
at the applicable Banker’s Acceptance rate plus an explicit stamping fee based upon the Company's debt to trailing cash flow 
ratio. The average interest rate on the loan during 2006 was 6%. A fixed and floating charge debenture on the assets of the 
Company have been provided as security. At December 31, 2006 the Company had drawn $ 8,890,000 on the facility. The — 
facility is scheduled to be reviewed in April 2007. 


6. Asset Retirement Obligation | 


The total future asset retirement obligation was estimated based on the Company's net ownership interest in all wells and 
facilities, the estimated cost to abandon and reclaim the wells and facilities and the estimated timing of the cost to be 
incurred in future periods. The total undiscounted amount of the estimated cash flows required to settle the retirement 
obligation is approximately $4,749,000 ($4,000,000 — 2005) which will be incurred over the next 10 years with the majority 
of costs incurred between 2012 and 2013. A credit adjusted risk-free rate of 8.5% and an. inflation rate of 2.0% were used 
to calculate the present value of the asset retirement obligation. 


The following table reconciles the Company's asset retirement obligations: 


Year ended ; Period ended 


($000s) rege December 31, 2006 December 31, 2005 
Balance, beginning of period $ 1,952 $ - 
Obligation assumed through Plan of Arrangement (note 3) - 1,502 
Liabilities incurred 537 482 
Liabilities settled (45) ~ 
Accretion expense : 186 62 
Revisions ; (103) — (94) 
Balance, end of period Pe ian tie ty Ant Ae Ye Sth ie oe ee EW $ Site! 1. 952 


7. Share Capital 


_ Authorized 


An unlimited number of voting Common Shares, without nominal or par value 
1,400,000 non-voting Performance Shares, without nominal or par value 


Issued 
Number of shares : Amount 
IE OUND LUIS RU ata has PR ANN ae MMO AL Me ee ANU Wg Ler ial ceed a Canale OAT area aad 
Common Shares 
Issued pursuant to Plan of Arrangement (note 3) NPAC y GPRS 9,888 
Issued pursuant to private placement for cash : ‘ nies: OO 6,001 
Issued for cash 7,000 50,050 
Private placement shares cancelled (13) (25) . 
Share issue costs ~ e*. (B,249) 
Stock-based compensation re-classed to share capital - 222 
Outstanding as at December 31,2005 * 30,419. 62,887 
Private placement shares cancelled . Ab tt (4) (7) 
Outstanding as at December 31, 2006 as 5 ; 30,415 62,880 


AE A RE AA A RS A RS EE SE 
Performance Shares ( 


Outstanding as at December 31, 2005 : ; 1,400 14° 
Performance shares cancelled , (30) : - 
Outstanding as at December 31, 2006 1,370 14 


Total share capital as at December 31, 2006 62,894 


Issue of Common Shares and Performance Shares 


On July 6, 2005, prior to the completion: of the Arrangement, Ember completed a private placement of 3,109,000 non-voting 
Common Shares at a price of $1.93 per share, and 1,400,000 non-voting Performance Shares (“Performance Shares”) at a 
price of $0.01 per share for total gross proceeds of $6,015,000. Pursuant to the Arrangement, the outstanding non-voting 
Common Shares of Ember were exchanged for Common Shares. 


100% of the shares issued pursuant to the private placement were acquired, by contractors, employees, officers or directors 
of the Company, or Thunder (“Deemed Service Providers”). For Deemed Service Providers, Common Shares acquired through 
the private placement are held in escrow and will be released equally on each of January 9, 2006, July 10, 2006, and 
July 5, 2007. No securities will be released from escrow after the date the shareholder ceases to be a service provider. Upon 
the shareholder ceasing to be a service provider, Ember will repurchase for cancellation all of the securities of the shareholder 
then held in escrow at a price equal to the lesser of $1.93 per share and the market price of the Common Shares of Ember 
on the last day-of trading immediately prior to the shareholder ceasing to be a service provider. During 2006 Ember 
repurchased and cancelled 4,000 private placement shares. 


Each Performance Share is convertible into a fraction of a Common Share equal to the closing trading price of the Common 
- Shares on the Toronto Stock Exchange on the day prior to such conversion, less $1.93, if positive, divided by the Common 
Share closing price. One-third of the Performance Shares. will be convertible into Common Shares on each of the first, second, 
and third anniversaries of the closing of the Plan. of Arrangement, which was July 6, 2005, provided the shareholder is an 
: Ember service provider at that date. Upon a holder of Performance Shares ceasing to be a service provider, the Company may, 
subject to applicable law, redeem each Performance Share at a redemption price of $0.01 per share. During 2006 30,000 


performance shares were redeemed. 


NOTES TO THE FINANCIAL STATEMENTS 


Pursuant to the Arrangement, a total of 20,323,000 Common Shares were issued by Ember. Of this amount 18,940,000 
Common Shares were issued on July 6, 2005 to the former shareholders of Thunder and Mustang in exchange for property 
(note 3). A further 1,383,000 Common Shares were issued to former employees, officers, and directors (“Option Holders”) 
in exchange for cash proceeds of $2,208,000 as final settlement of share options held by the Option Holders in Thunder. 
As part of this settlement Ember incurred a one time charge of $222,000 relating to stock-based compensation costs 
transferred to Ember as its share of vested options from the Thunder reorganization that created Ember. 


On August 31, 2005, the Company issued 7,000,000 Common Shares at a price of $7.15 per share. The proceeds, net of 
share issue costs of $3,040,000, were $47,010,000. ‘ 


~ 


Earnings (loss) per share 
The following table summarizes the Common Shares used in calculating the earnings (loss) per Common Share: 


Year ended _ Period ended 

(000s) } December 31, 2006 _ December 31, 2005 
Weighted average common shares ¥ 

Basic 30,417 ' tS vl LF 5) 

Diluted , 30,417 29,121 


Stock Options 


Pursuant to the Arrangement, the shareholders approved Ember’s stock option plan. The number of Common Shares reserved 
for options granted under the stock option plan, together with any Common Shares reserved for issuance pursuant to the 
exercise of the Performance Shares, may not be more than 10% of the aggregate. number of the then issued and outstanding 
Common Shares. As a result, the 3,042,000 shares authorized under the plan are reduced by the 1,370,000 Common Shares 
issuable on the exercise of the Performance Shares, leaving 1,672,000 available for other share options. 


Share options issued have a term of five years, and vest equally over a period of three years. At December 31, 2006 
outstanding share options had a remaining contractual life of 4.03 years (4.91 years — 2005),.and were exercisable at prices 
ranging from $2.55 to $7.90 ($7.25 to $7.90 — 2005). At December 31, 2006 328,000 options and 457,000 performance 
shares had vested and were exercisable (none — 2005). Bhs) 


The following table summarizes information regarding stock options at December 31, 2006. 


Options Outstanding Options Exercisable 
Weighted Weighted ‘ _ Weighted 
Number Average Average Number Average 
Outstanding Remaining Exercise Exercisable Exercise 
Exercise price (O00's) Life (years) Price ($) (O00's) ' Price ($) 
2.55 8 4.78 2.55 3 HANA 
3.59 100 455 3.59 ~ NA 
aR fe 100 4,20 5.79 = NA 
6.21 100 4.29 6.21 - NA 
(129 L75 Sith ee 58 Ke2d 
PB 0ie NPT N TES Pale fe! 810 3.98 7.90 270 7.90 
1,293 4.03 7.15 328 7.79 


The following table sets forth a reconciliation of stock option plan activity through to December 31, 2006. 


: E Number of Weighted Average. 
eee ta Re A ating uh ued 5 (ey yet bot ae Options (000s) Exercise Price ($) 
eRe ee eR che ee ce akhh ley ORIN REE ye nS ae a fe Gang ey ene ues 7.74 
Balance | December 31, 2005 ne Se PEON cht RIO AER ROSIE: AM eta SM ee CA MADR UN ara ene 7.74 
Granted . : é 308 5.18 
en ke uN (455) (7.47) 
Balance, December 31, 2006 Be MRO MOOR Gea GL TI UT Uae, a a Oa aie Tag Raine ne 715 


Stock-based Compensation 


Ember incurred stock-based compensation expense during the period from its regular share option plan and ongoing costs 
from the Performance Share plan. 


The following table reconciles the Company's contributed surplus balance (certain amounts are restated — note 2) : 


; i ( ¢ d Year ended Period ended 

($000s) December 31, 2006 December 31, 2005 
(Restated — note 2) 

Opening balance $ 586 $ - 
Stock-based compensation expensed ; 1,928 tH EG26 
Capitalized to property and equipment : 1,099 282 
Re-classed to share capital on finalization of the Arrangement (222) 
Balance, December 31, 2006 ag : S$ 3,613 $ 586 


' The fair value of each option and Performance Share granted is estimated on the date of grant using the Black-Scholes option — 
pricing model with weighted average assumptions and resulting values for grants as follows: 


j Year ended Period ended 

December 31, 2006 December 31, 2005 

Risk Aaa’ interest rate (%) ~ 3.84 - 4.42 3.62 — 3.87 

Expected life Performance Shares (years) N/A 3.00 

Expected life stock options (years) 4.00 3.50 — 4.00 

Expected volatility (%) 60 - 67 | 60 
Ge cenpm mane a Nitros se heck as We Day hie Ca hi) iat Ms geiagy i R he Sead yy Ral ann NGM tetera Nil Peed ah Ga tie Nil 

Results (per share) 
Fair value of options granted $ 2.56 $ 3:82 
Fair value of Performance Shares granted N/A Mylo 0.89 
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8. Taxes 


Future Tax Expense 
The combined provision for taxes in the statement of income (loss) and retained earnings (deficit) Vetieuts an effective tax 
rate which differs from the expected statutory tax rate. Differences were accounted for as follows: 


; Year ended Period ended 
($000s) : ; December 31, 2006 December 31, 2005 
Income (loss) before income taxes : $ (3,512) See 2158 
Statutory income tax rate 34.50% 37.62% 
Expected income taxes (recovery) Say Sue (L212) , $ 436 
Add (deduct): 
Non-deductible Crown charges 89 79 
Resource allowance i (20) (101) 
Stock-based compensation 665 ; 198 
Rate adjustments and other 1,099 ; 8 
Tax reductions from unrecorded bal aye differences — (621) ~~ (620) 
Future income tax expense S i $ hs 
Future Income Taxes . 
“ Balance as at Balance as at 
($000s) December 31, 2006 December 31, 2005 
Property and equipment $ 2,991 ‘ Ge TO22 
Asset retirement obligation 770 ‘ 656 
Share issue cost 5 ie, 696 983 
Tax loss Car TORN ACs: 5,309 ; Serer: 926 
9,766 10,387 
Less: Valuation allowance ; (9,766) (10,387) 
Future income tax asset $ ~ $ = 


As at December 31, 2006, the Company had tax deductions of approximately $105,710,000 that are available to shelter . 
future taxable income. Included in this amount are non-capital losses totaling $17,419,000. Of this amount $3,200,000 
expires in 2015, and $14,219,000 expires in 2026. 


9. Financial Instruments 


The carrying value of cash and cash equivalents, short-term investments, accounts receivable, accounts payable and bank 
loan approximated their fair values as at December 31, 2006 due to the immediate or shortterm maturity of these 
instruments. 


\ 


Credit risk 


Ember’s accounts receivable are with customers and joint venture partners in the oil and gas industry and are subject to 
normal credit risks. A portion of Ember’s production is currently sold through a joint venture partner to purchasers under 
normal industry sale and payment terms; the balance is sold to purchasers also under normal industry terms. 


10. Supplemental Cash Flow Information 
Changes in non-cash working capital were comprised of the following: 


Year ended _ Period ended 
($000s) ea aie tte | ; - "December 31, 2006 December 31, 2005 
Accounts receivable $ (4,114) Die (3, 34:6) 
Prepaid expenses (96) (145) 
Accounts payable and accrued liabilities . (5,009) 11,885 
Net change $ (6,219) $ 8,424 
Net change by activity: 

Operating ) 532 AVES ee (178.3) 
Investing — f ' (6,751) 10,207 
Net change ‘ $. (6,219) $ 8,424 
. - SSM OM STEN NI Tp ss PAT TUT Moe GINO aR) eT erqnT OE Ree LETTE enn - D re 
Cash interest paid $ 11 $ - 
LL 
Cash taxes paid * i $ 36 $ os 


es 


11. Commitments 


As at December 31, 2006 ($000s) } Office lease 
2007 $ 288 
2008 294 
BO SARE EOL SS GE LMA Me RE eal ge eg a SRL a ON NARMS TAN Rie UD UL Lee Un MMe gai eh aR 2. 21 
Total $ 803 


12, Subsequent Event 

On March 1, 2007, the Company acquired coalbed methane natural gas assets from a private company for cash consideration 
of $8.75 million. The assets located in the Acme area of Alberta, consist of ten developed non producing gas wells, and a 

. 70.5% operated interest in 16,960 gross acres of land (11,960 net). The effect of the acquisition is to increase property and 

equipment, and to reduce cash, by $8.75 million. 3 

On March 1, 2007, the Company issued 5,660,400 common shares by way of a private placement, at $2.65 per common 

share for cash consideration of $15.0 million. Proceeds of the issue were used to fund the $8.75 million natural gas asset 

acquisition with the balance used to reduce debt and for working capital purposes. The effect of the transaction is to increase 

cash and share capital, by $15.0 million before transaction costs. : 


OFFICERS AND DIRECTORS 


Doug Dafoe, CA Chairman and Chief Executive Officer, Director 

Mr. Dafoe is a Chartered Accountant (C.A.) with over 

25 years industry experience. Prior to joining Ember, 

Mr. Dafoe was President and Chief Executive Officer 

of Thunder Energy Inc., a company he co-founded in 
mid-1996. From Thunder's inception to its reorganization 
in July 2005, Thunder grew from a $200,000 initial 
capitalization to about 10,000 boe/d. 


Terry Meek, REng. President and Chief Operating Officer, Director 
Mir. Meek is a professional engineer with 22 years 
experience in reservoir engineering, evaluations and 
exploitation. His most recent experience involved the 
co-founding of Thunder Energy Inc. in 1996 and served 


as its Vice President, Engineering from inception to 2005. 
From Thunder’s inception to its reorganization in July 2005, - 


Thunder grew from a $200,000 initial capitalization to 
about 10,000 boe/d. 


Bruce Ryan, CA, CFA Vice President, Finance and Chief Financial Officer 


Mr. Ryan has over 20 year’s industry experience ‘in - 
western Canada and internationally. He has served in 
senior finance roles including positions as chief financial 
officer, corporate secretary, and director with a variety of 
reporting issuers listed on the Toronto Stock Exchange, 
and several private entities. 


Tom Zuorro, B.Comm Vice President, Land 

Mr. Zuorro is a professional landman with more than 

28 years of land and related business development 
experience in the Canadian oil and gas industry. He has 
held progressively responsible positions with a number 
of public and. private companies, most recently with 
Thunder Energy Trust. Mr. Zuorro holds a Bachelor of 
Commerce degree from the University of Alberta (1978). 
and is a member of the Canadian Association of 
Petroleum Landmen. . ; 


Ken Ronaghan, PEng. Vice President, Engineering 

Mr. Ronaghan has 20 years experience in exploitation, 

evaluations and operations in the Canadian oil and gas 
industry. He has worked with a number of public oil and 
gas companies, most recently with Thunder Energy Inc. 
and Cypress Energy Inc. 


Dennis Balderston, CA _ Director 


_ Mr. Balderston is a Chartered Accountant and independent 


businessman with over 38 years of public accounting 
experience specializing in public and private energy 


sector companies. Previously, Mr. Balderston was a partner 


_ with Ernst & Young LLP from 1990 to 2005. He is currently 


a director of Cork Exploration Inc., V@S Seismic Canada 
Inc., EnerVest Energy and Oilsands Total Return Trust, 
EnerVest FTS Limited Partnership 2006, EnerVest 


__ FITS Limited Partnership 2006 II, and EnerVest FTS 
- Limited Partnership 2007. 


Colin Boyer, PEng. Director 


vig Mr. Boyer is a professional engineer with 30 years 


oil:and gas industry experience. He is an independent 
businessman ahd was formerly the President of Birchill 
Resources Partnership, an oil and gas company. 


Mr. Boyer's background includes being President of 
4 ‘Boyer Petroleum Engineering Ltd. from 1985 to 2000, 
by _aconsulting engineering firm providing services for 


field operations, production and reservoir analysis and 


_management. Mr. Boyer served as.a director of Thunder 


Energy Inc. from 1996 to 2005. 


Fox Betiton III, MBA Director 
‘Mr. Benton holds an MBA and has over 16 years 
experience in the oil and gas industry in the United States » 


as well as in international arenas. Most recently he was° 
Chief Financial Officer of Ultra Petroleum, a publicly traded 


(AMEX — UPL), rapidly growing, independent exploration 
and production company focused on resource development 


in the United States and China. 


Thomas Drolet, REng. Director — 


“Mr. Drolet holds a Masters of Science deals and 


has 36 years of experience in the electrical, nuclear 


and gas utility industries, both in North America and 
_ -internationally. Currently Mr. Drolet is Vice-President, 

~ International Business with DTE Energy Technologies Inc., 
Meroe high-technology company specializing in providing 
: " distributed generation products and services to solve 
the energy-related needs of residential, commercial and 


industrial customers. 


Jack Peltier Director : 

Mr. Peltier has been involved in the oil and gas industry 
for over 30 years. Hé is currently President of ipperwash 
Resources Ltd., a company engaged in oil and gas ; 
production, investments and oil and gas management 
and consulting services. ° 


Jeff van Steenbergen, REng. Director 

Mr. van Steenbergen is a:founding and General Partner 
of KERN Partners, a Calgary-based energy sector private 
equity firm. He holds a Bachelor of Applied Science 
(Honours) in Civil Engineering and an MBA in International 
Business. Mr. van Steenbergen has been a finance 
professional for 19 years and has broad experience in 
private equity, capital markets, mergers and corporate 
finance. In addition he has 11 years of energy sector 
operating experience in North America, Asia and Western 
Europe, including eight years in offshore drilling operations. 


Richard A.M. Todd Director _ 

Mr. Todd is currently the Chairman and CEO of Osum Corp., 
a recently formed private oil sands company with 
approximately 7 billion BOIP (barrels of oil in place). 

He was the original founder of Mustang Resources Inc. 
and its Chairman, President and CEO prior to its 
amalgamation with Thunder Energy Inc. and Forte. 
Resources Inc. in July 2005. Over the past Pa years, 

he has co-founded and was the CEO of five oil and gas 


* exploration and production companies in both Canada and 


the United States. Mr. Todd graduated from the University 
of Denver with a B.S.B.A. (Business — Finance) in 1976 
and a Juris Doctorate (Doctor of Low degree) in 1979. 
Mr. Todd has served on the Board of Governors of the 
Canadian Association of Petroleum Producers (CAPP) 

and is a director of several private companies as well 

as Thunder Energy Trust, as TSX-listed company. 


CORPORATE GOVERNANCE 


% 


Ember Resources’ Board’ of Directors is committed to a 
high standard of corporate governance practices. The 


Board believes that this commitment is not only in the 
best interest of the shareholders but that it also promotes 
effective decision making at the Board and Corporate 
level. The Board and the Company are of the view that its 
approach to corporate governance is appropriate and 
complies with the objectives and guidelines relating to 
corporate governance set forth in National Instrument 


~ 58-201 — Corporate Governance Guidelines. In addition, ° 


the Board monitors and considers for implementation by 
the Corporation the corporate governance standards 
that are proposed by various Canadian regulatory 
authorities or which are published by various »non- 
regulatory organizations in Canada. — 


Ember’s Board is comprised of eight directors with a wide 
range of experience. Six of the eight directors are independent 


Ember's Board and its committees have adopted and 
-approved the following documents which provide guidance. 
to its governance activities: 


> Board of Directors Terms of Reference 


- 


> Audit Committee Charter Sr gs ; 
> Reserve Committee Charter 


> Corporate Governance, Board Nerunetad) Gi 
and Compensation Committee Charter 


~» Whistleblower Policy 


as defined by National Instrument 58-101 — Disclosure of | 


Corporate Governance Practices. The Board has appointed 
three committees to oversee audit, reserve, and governance, 
board composition, and compensation matters. 


> Corporate Disclosure Policy 


> Policy on Tad in Securities by Directors, : | 
Officers and Employees ay: 


A 


> Code of Business Conduct red | oe 


> Code of Ethics for Officers 


> Position Description CEO 


> Lead Director Mandate 


For more specific information on Embers Corporate Governance practices, please refer to the Information Circular 
prepared for the Company's Annual Meeting to eS held on a 23, 2007 which is available. on ue Company's website 


at www. emberresources. com. 
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800, 521 3rd Avenue S.W. 
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Annual General Meeting 
Ember Resources will hold 
its Annual.General Meeting 
at 3:00 p.m. local time, . 
May 23, 2007, 
Metropolitan Centre, 
Strand/Tivoli Room 

333 - 4 Avenue SW, 
Calgary, Alberta. , 


Shareholders are encouraged 
to attend. Those unable 

to attend are asked to * 
complete and return 

their Form of Proxy. 


Abbreviations 

bbl(s) _ barrel(s) 

mbbis thousand barrels 
mmcef million cubic feet 


bef billion cubic feet 
‘tcf trillion cubic feet 
boe. barrel of oil 
equivalent 
z (6 mcf = 1 bbl) 
/d per day 


NGL natural gas liquids 
CBM coalbed methane 


nsumer recycled fibre and is Green Seal certified. 


